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2009 Water System Bonds

OVERVIEW

The proposal to approve not more than $638 million of 2009 Water System Bonds
involves a two-phase financing plan to 1) refinance outstanding short-term and long-term
water system debt and 2} finance the continuation of improvements to the water system.

The first phase involves the issuance of 2009A Bonds with two objectives in mind. The
first objective is to refund $57M of two-year, privately placed notes (2007A Notes).
These notes were purchased by Morgan Stanley in January 2007 (due January 30, 2009)
and will be refunded with publicly offered, fixed-rate bonds with a 30-year term.

+ Depending on bond market conditions and in order to reduce borrowing costs, the second

objective is to refund the maximum amount of 1998 Water System Certificates of

“Undivided Interest (1998 Certificates) provided that the net present value of the economic

savings is at least 3% of the refunding bonds in accordance with the City’s Debt Policy.
Approximately $245M of the 1998 Certificates are currently outstanding. The 2009A
Bonds will be issued in January 2009,

The second phase involves the issuance of 2009B Bonds and has three objectives. The
first objective is to debt finance $150M of projects within the Water Department Capital
Improvement Program (CIP) through June 2010. The second objective is to refund a
$150M cighteen-month, private note (2008 A Notes). These notes were purchased by JP
Morgan Securities in February 2008 (due August 28, 2009, but refundable without
penalty beginning in February 2009) and will be refunded with publicly offered, fixed-
rate bonds with a 30-year term. The third objective is refund any of the rernéining
eligible maturities of the 1998 Certificates, again provided that the net present value of
the economic savings is at least 3% of the refunding bonds. The 2009B Bonds are
planned to be issued in April or May 2009. '
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This IBA has reviewed the staff reports issued by the Water Department (#08-147), Debt
Management (#08-148), and other bond related documents that have been distributed.
Additionally, we have met with the City’s financing team to discuss the proposed 2009
Water System Bonds. This report provides comments on various elements of the -
contemplated financing that may not have been addressed in the staff reports.

FISCAL/POLICY DISCUSSION

Background for Water System Financing

In response to a California Department of Health Services (DHS) Compliance Order, the
City Council adopted a Water Strategic Plan in August 1998 that included an eight-year
plan for capital improvements. Bonds sold in the public capital markets in 1998 and
2002 largely financed the first two phases of the Water Capital Improvement Program
(CIP). Because capital assets financed in the CIP typically have a long-term useful life,
the Water Department appropriately strives to fund 80% of these long-term capital assets
with long-term debt and the remainder with cash. This ensures that the cost of long-term
assets will be more equitably shared by generations of beneficial users. -

By March 2006, the Water Department had fully expended bond proceeds and began to
entirely cash fund capital projects required by the DHS Compliance Order. Until
recently, the City’s financial situation precluded the Water Department from issuing
bonds in the public financial markets. In order to begin to restore the Water
Department’s 80%-20% debt-cash financing objectives in 2007, the City Council
authorized a $57M private placement of the 2007A Notes in January 2007. Proceeds
from the 2007 A Notes were used to reimburse approximately 80% of cash-funded
projects and finance other capital projects in the CIP. The City Council subsequently
authorized a $150M private placement of the 2008 A Notes in February 2008.

As discussed in the Water Department’s Report (#08-147), proceeds from the 2008A
Notes are anticipated to be exhausted by May 2009 based on construction cost estimates
and construction schedules. Project expenses after May 2009 will be entirely cash funded
unless additional debt financing is available. '

Planned Review and Approval Process for the 2009A Bonds and the FY 07 CAFR

With the exception of the Preliminary Official Statement (POS) and the Bond Purchase
Agreement (BPA), all of the other necessary documents for the 2009A and 2009B bonds
will be approved by the ordinance being introduced on October 27, 2008. This ordinance
will receive a second reading at the City Council on November 10, 2008. If approved,
the ordinance will become effective 30 days thereafter in mid-December. This timing is
necessary to allow the POS to be printed and distributed to the public markets for
consideration before the holidays, '

Approval of the substantially completed POS and BPA for the 2009A Bonds will be
sought by resolution on November 10, 2008 in conjunction with the second reading of the



ordinance. However, the City Council will be able to discuss the POS and the BPA with
the financing team on both October 27™ and November 10", In a related matter, the CFO
also plans to docket the audited FY 07 CAFR for City Council review and acceptance on
November 10, This is mentioned because the distributed version of the POS has
multiple references to unandited FY 07 figures. Now that an unqualified audit opinion
has been received from the City’s outside auditors, a revised POS will be distributed to
the City Council prior to November 10" reflecting the now audited FY 07 data.

Timing Reauirements and the Proposed Pricing Parameters

In order to pay off the 2007A Notes when they become due on Januvary 30, 2009, the City
needs to sell (price) the bonds by mid-January 2009. This allows approximately two
weeks to finalize bond documents and receive bond proceeds, which is usual timing for a
bond issuance. As shown in the timeline on page 6 of the Debt Management Report
(#08-148), the proposed schedule for the 2009A Bonds must be achieved to facilitate
timely refunding of the 2007A Notes. Because the need for new bond financed capital is
months away and expected to precede the maturity of the 2008 A Notes by a few months,
there is more flexibility to adjust timing and/or react to bond market conditions when
1issuing the 2009B Bonds.

Section 4 of the ordmance asks the City Councﬂ to authorize two pricing parameters for
the 2009 Water System Bonds. The first pricing parameter specifies that the true interest
cost not exceed 7% on bonds issued to pay off the 2007A and 2008 A Notes as well as the
new debt issued to finance the Water CIP. The second pricing parameter specifies that
the true interest not exceed 4.85% on bonds issued to refund the 1998 Certificates, which
is necessary to achieve the requisite net present value savmgs threshold of at least 3% of

the refunding bonds.

Recent bond market pricing levels for comparably rated credits
suggest pricing levels that range between 5.93% and 6.24%.
Given the recent volatility in the financial markets, it is possible
that these pricing levels could change more even significantly
than would normally be the case between now and the pricing in
mid-January 2009, In the past, the IBA has supported the City
Council’s concern that pricing parameters not be authorized at
levels that were significantly above current or reasonably
forecasted market levels (the statutory maximum interest rate is
12%). However, the IBA notes that the financial markets have -
been extremely volatile in recent weeks and recommends that
City Council consider increasing the pricing parameter to pay off
~ the 2007 A Notes to 10% to better ensure that the City can satisfy

its hard obligation to retire the 2007A Notes by January 30, 2009.

Alternatively, the City Council could ask the financing team to
explain if other refunding options exist (restructuring the 2007A
Note borrowing directly with Morgan Stanley, City interfund
borrowing, etc.).

The IBA notes that the
financial markets have
been extremely volatile in
recent weeks and
recommends that City
Council consider
increasing the pricing
parameter to pay off the

1 2007A Notes to 10% to

better ensure the City can

“satisfy its hard obligation

to retire the 2007A Notes
on January 30, 2009,
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Approved Water Rates and Debt Service Coverage

In February 2007, the City Council approved a series of four 6.5% annual water rate
increases to fund the CIP during this period. The City’s Debt Policy requires a debt

coverage ratio of at least 110% be maintained for all revenue bond debt. The outstanding -

1998 Certificates actually require a higher 120% coverage ratio. Conservatively .
assuming that 2009 Water System Bonds are priced at 7%, without factoring in any
savings attributable to refinancing the 1998 Certificates, the financing team has
calculated that the average debt service coverage for all water debt remains above 150%
- which is strong and should be favorably evaluated by both rating agencies and potential
investors. it should also be noted that the Water Department forecasts they will need to
debt finance another $124M of water system project improvements in FY 11 using the
above referenced rate increases.

Improvements to be Debt Financed with 20098 Bonds

The 2009B Bond issuance is anticipated to generate $150 million in “new money”
‘proceeds for Water infrastructure projects. As discussed in the Water Department
Companion Report (#08-147), approximately $103.8 million is anticipated to fund
Department of Public Health (DPH) required projects, while $25.2 million will fund DPH
related projects. Attachment 2 to the Water Department Companion Report provides a
list of the projects that will be funded with these new money proceeds. The IBA has
cross-checked this list of projects against the rate case approved in February 2007, and
with two exceptions, we confirm that these projects are consistent with the capital plan
established in the 2007 rate case. The two exceptions are the Carmel Valley Reclaimed
Water Pipeline and the Los Penasquitos Canyon Reclaimed Water Project, with :
respective funding amounts $3.7 million and $2.6 million. While these appear to be .
. established CIP projects, it is unclear whether they were included in the 2007 rate case.

In addition to the project list, the Water Department Companion Report also includes a
DPH Quarterly Status Report for the period ending June 30, 2008 (Attachment 3 to the
Companion Report). This Quarterly Report from the Water Department provides an
update to DPH on the status of specific projects required under the Compliance Qrder.
The IBA found this report very useful not only in providing an overview of DPH-
required projects, but also in demonstrating the significant progress that the City has
made on meeting the requirement of the Compliance Order. The IBA believes that
additional funding from the 2009B Bonds will further the progress toward meeting these
requirements. ' : ‘

Actions/Issues Related to the Costs of Is@mce

Costs of issuance for the 2009 Water System Bonds are currently estimated to be $1.36M
or 2.13% of the maximum proposed issuance. This does not include certain costs of
issuance for the 2009B bonds (bond counsel, disclosure counsel, etc). Several
components of the costs of issuance are higher than would normally be the case because



the planned structure of the 2009A Bonds was modified, experienced delays and
represents the Clty s first public offering in several years.

Of the costs of 1ssuance'for the 2009A Bonds, the ordmance_before the City Council .
specifically requests authorization and payment for: Bond Counsel ($180,000 for work on
the 2009A Bonds), General Counsel ($16,000 for bond related services provided to the
Facilities and Equipment Leasing Corporation — FELC), and Disclosure Counsel
($255,000). ' The General Counsel fee for FELC will be paid by the Water Department
and the General Fund because the work (principally an update of the bylaws) benefits
water and non-water financings.

" In reviewing the costs for Bond Counsel and Disclosure Counsel with the Office of the
City Attorney, the IBA learned that final costs for the 2009A Bonds significantly
exceeded previously proposed costs for the 2008 A Notes and the 2009A Bonds. In both
cases, several explanations were provided to and approved by the Office of the City
Attorney over time. These included changes to the original financing plan, a longer than
anticipated timeframe to execute the financing; delays in the release of the City’s audited
financial statements, additional meeting requirements (i.e., DPWQ), etc, While the IBA
understands the circumstances that led to additional bond and disclosure counsel expense,
we recommend that going forward the Office of the City Attorney memorialize
competitively selected proposals with executed contracts before work begins, including
provisions for unanticipated changes in service. Additionally, we recommend that bond
and disclosure counsel expenses be more precisely allocated to specific financings rather
than shared between related financings.

CONCLUSION

Based on our review of the documents and discussions with representatives of the City’s
financing team including the Water Department, the IBA recommends approval of the
ordinance facilitating the 2009 Water System Bonds. Final approval for the first phase,
the 2009A Bonds, will be granted by adopting a resolution approving the substantially
completed drafis of the POS and BPA in conjunction with the second reading of the
ordinance at City Council on November 10, 2008. .

A further revised POS is targeted for distribution to the City Council by October 31%.
This ve:rs1on of the POS will incorporate any feedback from the City Council meeting on
October 27" and also include audited data from the FY 07 CAFR in lieu of previous
references to unaudited data. Representatives of the City’s financing team for the 2009A
bonds will be ava.llable to discuss the POS at-the City Council meetmgs on October 27"
and November 10™,

The financing team should be commended for distributing the substantially complete
POS and other bond related documents to the City Council on Octo_ber'9‘h, which is more
than two weeks before approval of the ordinance is requested and more than four weeks
before approval of the POS by resolution is requested. This is in keeping with the Kroll



Report recommendation to proﬁide the City Council with substantially completed drafts
-of the POS at least two weeks before they are asked to approve it.

The IBA recommends that the City Council review the Disclosure Responsibilities
memorandum distributed by the Office of the City Attorney on October 21, 2008. This
memorandum references City Disclosure Ordinance and DPWG procedures that have
already been completed or will be provided prior to the November 10™ Council meeting.
Additionally, sample questions and answers have been provided to the City Council to
use in reviewing the 2009 Water System Bonds. Finally, a copy of DPWG certifications
and a copy a Federal Securities Law Responsibilities memorandum dated July 9, 2008
have been attached to the October 21% memorandum to provide guidance to the City
Council in reviewing the disclosure documents.

The IBA has been informed that representatives of the entire financing team will be
present for the City Council meeting on October 27, 2008. The IBA encourages the City
Council to ask any questions they might have directly to members of the City’s financing
team including the City’s financial advisor, bond counsel, disclosure counsel, feasibility
consultant and/or underwriters. The availability of financing consultants to the City
Council at or before City Council meetings where approval is sought for debt is a
recommendation that was adopted by City Council resolution on December 6, 2006.

[SIGNED] [SIGNED]

Jeff Kawar _ _ APPROVED: Andrea Teviin
Fiscal & Policy Analyst Independ_gnt Budget Analyst., .
[SIGNED]

Tom Haynes

Fiscal & Policy Analyst
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" DOCKET SUPPORTING INFORMATION e
CITY OF SAN DIEGO DATE: September 30, 2008
EQUAL OPPORTUNITY CONTRACTING PROGRAM EVALUATION

200

10/27

SUBIJECT: Water Revenue Bonds, Series 20098

GENERAL CONTRACT INFORMATION

Recommended Contractor:
Amount of this Action:
Recommended Contractor:
Amount of this Action:
Funding Source:

Goal:

Fulbright & Jaworski L.L.P.

$ 196,000

Hawkins Delafield & Wood L.L.P.
$ 255,000

City

Non-applicable

SUBCONSULTANT PARTICIPATION

There 1s no subconsultant participation 1dentified at this {ime.

EQUAL EMPLOYMENT OPPORTUNITY COMPLIANCE

Equal Opportunity Required.

Fulbright & Jaworski L.L.P.,

submitted a Work Force Report for their Los Angeles employees dated,

September 3, 2008 indicating 129 employees in their Administrative Work Force.

The Administrative Work Force indicates under representation in the following categories:

Black in Professional and Administrative
Hispanic in Management & Financial, Professional, and Administrative Support

Asian in Professional

Filipino in Professional and Administrative Support

Female in Professional

EOC Staff 1s concerned about the under representations in the contractor’s workforce and non-participation of
certified firms and therefore, has requested an Equal Employment Opportunity Plan and will continue to
monitor the firm’s effort to implement their plans.

Hawkins Delafield & Wood L.L.P., submitted a Work Force Report for their New York employees dated,
September 5, 2008 indicating 148 employees in their Administrative Work Force.

SAEOCPWAI EOC Docs\1472B\Debt Management 093008.doc
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The Administrative Work Force indicates under representation in the following categories:

Hispanic in Professional
Asian in Administrative Support
Filipino in Professional and Administrative Support

This agreement is subject to the City’s Egual Opportunity Contracting (San Diego Ordinance No. 18173,

Section 22.2701 through 22.2702) and Non-Discrimination in Contracting Ordinance (San Diego Municipal
Code Sections 22.3501 through 22.3517)

ADDITIONAL COMMENTS

This action requests authorization to issue the Water Revenue Bonds, Refunding Series 2009A in January 2009
in an amount not to exceed $310 million and 2009B by no later than June 30, 2009 in an amount not to exceed
$337 million, by the Public Facilities Financing Authority of the City of San Diego and the execution of related
financing documents to refund certain outstanding Water Revenue debt obligations, finance approximately 80%
of the approved Water System Capital Improvement Program encumbrances and expenditures, and finance
costs of issuance associated with the 2009 Bonds.

Additionally, to authorize the City Attormey to appoint Fulbright & Jaworski L.L.P. as Bond Counsel and
Counsel to Facilities and Equipment Leasing Corporation. Also, to authorize the city attorney to appoint
Hawkins Delafield & Wood LLP as Disclosure Counsel.

{l&
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File. Admiin WOFO 2000 City of San Diego/Eqtral Qpportunity Contracling
Date WOFO Submitted: 9/212008 Guals reflect stausural labor force WORK FORCE ANALYSIS REPORT
Inpul by: Lad availability for the following’ 2000 CLFA FOR
jLos Angeles County, CA Company: Fuibright & Jaworski L.L.P

. TOTAL WORK FORCE:

CLFA Black CLFA Hispanic CLFA Aslan CLFA Amarican tndian CLFA Fitiplna ) White Other

Goals M F Goals M F Goals [ F Goals M F Goals M F M F M F
vdgmt & Financial 7.3% 0 Q 18.7% 0 0 '14.9% [ 0 03% 2 a 14.9% 0 o 1 5 H 0
rofessional 89% 1 i 16 5% 3 i 12.3% 4 1 3% 1 a 12.3% 0 1 46 17 [+] 1
1&E, Science, Compuler 50% Q o 10 5% 0 0 26.1% o o 02% 0 o 26.1% 0 0 a 0 o o
Frechinical 122% 0 a 24.7% 0 0 20 8% 0 0 93% a 0 208% 0 0 o ] 0 0
3alos 7.3% ] 0 33.7% 0 0 14.5% 0 [+ 03% a a 14.8% ¢ 0 0 0 0 [\
Sdminisirative Support 13.1% 0 5 36 0% { 1 12.8% 0 G 0.3% Q 0 12.8% [ W H 17 [t} a
3orvices 95% [}] 0 54.2% [ 4 1% 0 0 02% 0 0 11.1% [} [ 0 [ 0 0
Srafts 6.1% [\ 4 48.1% 0 [ 10 5% 0 0 3% 0 o 105% 0 [ 0 [} [ [\
Jperative Workers 32% 1] 0 733% 0 4 10.2% 0 0 0.1% 0 0 102% 0 o 0 0 ] 0
fransportation 11.2% 0 [ B1.1% 0 0 47% 0 0 0 4% 0 0 4T% 0 0 [} 0 0 [+}
-aborers 7.1% 0 0 69.8% [ 0 44% 0 o 0.3% 0 0 4.4% [ 0 0 0 0 0

ToTAL L 1 e C e 5] I S N (1 © | I L= T = 1] C o T s 1
TOTAL EMPLOYEES Female
ALL M F Gosls :
10W TO READ TOTAL WORK FORCE SECTION: Mgmt & Financial 6 1 5 40.7% HOW TO READ EMPLOYMENT ANALYSIS SECTION:
Professional 77 55 22 53 9%
ASE, Sclence, Computer 0 '} [ 22 3% ‘
he informatian blocks in Section 1 {Total Work Farce) Technical 0 Q o 48.0% The peccentages isted in the goafs column are calculated
igentify the sbsolute number of the finm’s employees Sales 0 9 o 47.5% tiy muliplying the CLFA goals by the number af
Zach employee is bsled n their respective ethnicigender Administrative Suppon 48 3 43 69 6% employees In that job category. The number in that
and employment category. The percentages hsted under Services 0 0 ] 80.8% column represents the percentage of each protected
e hoading of "CLFA Goals™ are the County Labor Force Crafts [ 1] o 22% group that should be employed by the fimm to meel the
availabihity gaals for each employment and ethnickyender Operative Workers ¢ 0 o I7T% CLFA goal. A negative number will be shown in the
zategory. Transportation o 1] 0 16.0% discrepancy column for each underepresented goal of at
. Laborars 0 o 0 11.8% Ieast 1.00 positan,
II. EMPLOYMENT ANALYSIS TOTAL [T T s [ w |
Black Hispanic Ashan Amerlean tndlan Filiplno Famala

Goals | Actual [Discrepand  Goals |- Actual |Discrepa Goals Actual [ Discrep Goals [ Actual |Discrepaad Goals | Aciual |Disccepan Goals”_| Actwal |Diserepancy
Mgmt & Financial 04n 0 NiA 112 |4} (1.12) 089 b N/A ooz 0 NfA 089 o NiA 244 5 2.56
Professional &85 2 (4.85) 1271 4 a7 947 5 AT} 023 1 NIA 947 1 3.47) 41.50 22 (19503
A&E, Science, Compuler 000 [ 0.00 0.00 0 - 00 o.00 0 000 000 0 D00 9.00 0 0.00 000 ] 0.00
Technical 000 [} ooe 0.00 0 coo 000 0 0.00 0.00 0 000 0.00 0 ©oo (] 0. 000
Sales 000 0 e 000 Q [T 000 0 0.00 000 [ 0,00 0.00 0 0.00 oo0 [} 000
Administrative Support 603 5 {1.03 16 56 12 {4.56) 589 [ NIA 0.14 0 NiA 589 L} {5 89) 202 43 1098
Services Q00 0 0,00 000 o 0.00 0.00 [ Q.00 a00 0 0.00 000 0 000 000 0 000
Crafts 000 Q 000 000 o 0.00 000 o 000 000 0 0.00 000 0 000 0.00 4 600
Qperative Workers oo 0 o0 0.00 0 000 0.00 0 0.00 000 0 coo 0.00 0 0.00 oo a a.00
Transportation 000 - 0 000 000 0 0.00 000 0 oon, oo L} 000 0.00 a 000 000 0 0.00
Laborers 0.00 0 .00 0.00 0 0.00 0.00 0 000 0.00 0 0.00 0.00 4] 0.00 0.00 ] 0.00

Goals are set by job categories for each protected group. An underrepresentation is indicated by a negative number, but if the

Verslon 03/282005 ’ DISCREPANCY is less than -1.00 position, a N/A will be displayed to show there is no underrepresentation. CLFA 2000




Fila: Admin WOFD 2000
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g
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Dale WOFQ Submitied: 9152008 Goals rellecl slatistical labor force m‘ﬂ Y E 0 T “
Inpul by: Lad avallability Tor tha following: 2000 CLFA; FOR s D
{New York, NY Company: Hawkins Delafield & Wood LLP >
TOFAL WORK FORCE:
CLFA Black CLFA Hispanic CLFA Asian CLFA American Indian CLFA Filiging [ Timite Other
Goals M ‘F Goals M F Goals M F Goals M F Goals M F M F M F
Agmit & Financial 6.1% o 1 79% 0 Q 8.1% 1 0 0.1% 0 0 8.1% 0 0 2 3 0 ]
*rofessional 6.6% 5 3 7% 2 o 65% 4 8 0.1% 0 0 . 65% 0 1 18 21 0 1
\&E, Science, Computer 52% 0 4 72% 0 0 147% 0 0 02% 0 0 147% 0 0 0 0 0 0
“echnical 18 5% 0 a 222% Q Q 12.6% o Q 0.2% 0 1} 12.6% 0 0 0 0 o 0
jales . 923% 0 [} 186% 0 0 8.0% 0 [} 0.1% 0 0 8.0% 0 0 0 [ 0 0
\dministrative Support 207% a 13 24.5% 2 1”7 74% 1 3 0.1% 0 a 7.4% g 0 9 2% a 1
jorvices 16 6% 0 a 40 4% a 0 138% 0 a 02% 0 a 13.8% a a 0 0 0 0
wrahs 14.3% (] [+ 43 3% 4] o 1% 0 0 02% 1] 0 1.1% 0 |} o [ 1} [
Jperative Workers 6 0% - D [ 44.4% [+] 1] 322% 0 0 02% ] .0 322% a 0 o 4] 0 0
“ransportation 23 3% 0 [ 55 8% o ] 82% 1] [} 01% 0 (1] 82% a [ 0 0 0 0
.aborers 21.2% 0 0 48 2% 0 o] 10 0% 0 a 0.3% 1] 0 10.0% Q Q 0 Q 0 0
TOTAL | T | [Ta 157} m [ o | [ [ 0 | 1 ] [ 2 | 53 ] I 0 | 2 ]
TOTAL EMPLOYEES Female
ALL M F Goals
10W TO READ TOTAL WORK FORCE SECTION: Mgmt & Financial 7 3 4 44.9% HOW TO READ EMPLOYMENT ANALYSIS SECTION:
' Professional 63 29 34 53.4%
) A&E, Science, Computer b 1] Q 31.5%
he Informaben blocks in Section 1 (Total Work Force) Technical 0 L] Q T 500% The percenlages hsled in the goats column are calculated
dentify the absolule number cf the firm's employees Sales | 4] Q 0 45 8% by multiplying the CLFA goals by the number of
‘ach employee is histed in their respective ethnicigender Administrative Support 78 15 63 66.7% employees in thal job category. The number in that
nd employment calegory. The percentages listed under Sorvices 0 4] '] 49.9% column represents the percentage of each prolecied
18 heading of "CLF A Goats™ are the Counly Labor Force Crafts 0 [+] 1] 19.1% group thal should be employed by the firm to meet the
.vallabihty goals for each employmenl and ethnic/gender Operative Workers V] ] [ 556% CLFA goal. A negative number witl be shown In the N
ategory. Transportation 0 [+] 4 129% aiscrepancy column for each underrepresented goal of at
Laborers 0 [] [+ 15.3% least 1.00 pesiton.
\. EMPLOYMENT ANALYSIS TOTAL IR T T |
Black Hispani Aslan American Indian Fliipino Female
Goals Actual [Discropand  Goats | Acwal_[Diserepand  Goals [ Actual [Discrepand  Goals | Actual [Discrepand  Geals | Actual [Discrepand  Goals ]| Aclual [Discrepancy)
Agmt & Financial 043 NiA 0.55 a MIA 057 1 NIA 0.01 ] NIA 0.57 s} NIA 314 4 NiA
*rofessional 418 B a84 485 2 £2.66) 4.10 12 LX) 0.06 o NA 4,10 1 {3.10} 3384 3 NiA
\&E, Science, Computer 0.00 o 000 0.00 0 000 9.00 o 0.00 0.00 ] 0.00 000 a 0.90 s3] 0 0.00
“echnical (o] o 000 000 0 000 00 0 noo .00 L] 0.00 ooo 0 o0 000 0 []1]
jales 000 0 0.00 .00 0 Q.00 .00 o 0.00 c.00 0 0.00 0.00 ] 0.00 000 0 0.00
\dministrative Support 16.15 16 MA 19.11 18 NA 577 4 (+.77) 0.08 0 N/A 5.77 Q9 {5.77} 5203 63 10 97
jervices c.00 0 0.00 oo 0 ©.00 0.00 0 0,00 0.00 /] 0.00 0.00 i 000 000 i} oo
rafts [+10] 0 000 o00 0 ooo ooo 0 000 0.00 0 0.00 000 [ 000 oeo 0 0.00
Jperative Workers 000 0 0co 0.00 0 o000 0.00 0 0.00 0.00 0 0.00 0.00 [ 0.00 000 a 00
“ransportation 000 0 ooe oo 0 000 00 0 a00 000 o 000 0.00 [ o000 000 a 000
aborers 0.00 Q 0.00 0.00 0 0.0¢ 0.0C 0 0.00 Q.00 1] 0.00 0.00 [+ D00 000 1] 000

Goals are set by job categories for each protected group. An underrepresenlation Is indicated by a negative number, but if the
rorston 031282005 DISCREPANCY is less than -1.00 position, a N/A will be displayed to show thera is no underrepresentation.

CLFA 2000
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CITY OF SAN DIEGO
MEMORANDUM
DATE: October 9, 2008
TO: Honorable Council President Scott Peters and Members of the City Council
FROM; Mary Lewis, Chief Financial Officer

Lakshmi Kommi, Debt Management Director

SUBJECT:  Request for Council Action - Authorization for the 2009 Bonds - Water System
(Refunding and New Money) -~ City Council Docket of October 27/28, 2008

The above referenced Water System financing is being brought to the City Council as a public
offering to be issued on a long term basis. The 2009 Bonds will provide the following
authorizations: 2009 A Bonds - (i) repayment of a short term private note issued in January 2007
in the amount of $57M; (it) economic refunding of all or portions of the 1998 Certificates of
Undivided Interest currently outstanding ($245M) provided there is 3% or higher net present
value savings when refunded; 2009 B Bonds - (iii) repayment of a short term private note issued
in February, 2008 in the amount of $150M; and {(iv) $i50 M in new funding for the Waier
Department capital improvement projects through June, 2010.

Upen the City Council approval of the financing documents for the 2009A and 2009B Bonds,
2009A Bonds will be issued in January 2009. 2009B Bonds are proposed to be issued in
April/May 2009, contingent on the City Council’s additional approval of the Preliminary Official
Statement and the Bond Purchase Agreement specific to 20098 Bonds in the first quarter of
2009. The enclosed packet includes:
e Executive Summary and Financing Staff Report
¢ Financing Ordinance (2009 Bonds)
e Financing Resolution (2009A Bonds)
* Various financing documents {See below. Also listed in the Financing Staff
Report)
e Community reinvestment activity information from Morgan Stanley and
JP Morgan Securities (Senior and Co-Senior Manager, respectively, for 2009A
Bonds)

The following documents are to be approved via Financing Ordinance on November 10
{Introduction of the Ordinance on October 27/28 and approval of the Ordinance is requested
for November 10): '
o Amended and Restated Master Instaliment Purchase Agreement
Master Installment Purchase Agreement Supplement 2009A
Master Installment Purchase Agreement Supplement 2009B
Indenture 2009A
First Supplemental Indenture 2009B
Continuing Disclosure Certificate 2009A
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Page 2 of 2
Honorable Council President Scott Peters and Members of the City Council
October9, 2008

o Continuing Disclosure Certificate 2009B

No action on the Financing Resolution is necessary on October 27/28. Approval of the
Resolution is requested for November 10 in conjunction with the authorization of the
Financing Ordinance. See above).
The following documents are to be approved via Financing Resolution on November 10:
* Bond Purchase Agreement 2009A
e Preliminary Official Statement 2009A

A Log of Outstanding Items with a schedule of pending data elements is included for all the
financing documents. -

The City’s Disclosure Practices Working Group (DPWG) reviewed and authorized the disclosure
documents, including the Preliminary Official Statement, on October 1 and October 2, 2008. In

~ accordance with Municipal Code Section 22.4111 and the DPWG’s Controls and Procedures,
various certifications pertaining to the Preliminary Official Statement will be distributed by the
DPWG to the City Council. The City Attorney’s Office will provide a separate memorandum
addressing the recommended due diligence process by the City Council.

Debt Management staff will contact the City Council offices and the Independent Budget Analyst
to schedule briefings for the proposed docket item.

Mary Lew Lakshmi Kommi
Chief Finapcial Officer Debt Management Director
cc: Honorable Mayor

Chief Operating Officer

City Attorney

Independent Budget Analyst
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CITY OF SAN DIEGO
MAYOR JERRY SANDERS
MEMORANDUM
DATE: October 1, 2008
TO: ouncil ) esident Petefg & City Council. :
FROM: ‘ eyﬂﬁé%/rtléqual Opportunity Contracting‘ Program

Manager

SUBJECT:  Water Revenue Bonds, Series 2009 {Refunding and New Money)

This agreement is subject to the City’s Equal Opportunity Contracting (San Diego
Ordinance No. 18173, Section 22.2701 through 22.2702) and Non-Discrimination in
Contracting Ordinance (San Diego Municipal Code Sections 22.3501 through 22.3517)

EQUAL OPPORTUNITY CONTRACTING

Funding Agency: City of San Diego
- QGoals: 15% (MBE/WBE/DBE/DVBE/OBE)
Subconsultant Participation: $000,000 Certified Firms (00.0%)

$000,000 Other Firms (00.0%)
Other: : Workforce Report Submitted- Equal Opportunity
Plan required. Staff will monitor plan and

adherence to Nondiscrimination Ordinance.

Fulbright & Jaworsk: L.L.P is a non-certified firm.
Hawkins, Delafield & Wood is a non-certified firm,

CC:  Fischle-Faulk, Debra
Kommi, Lakshmi

H:\Exec Summary Language\Exec Summary MEMO Debt Mgmt.doc
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ThHe CiTy oF SaN DiEGOo

Report 10 THE City CounaiL

DATE ISSUED: | , 2008 REPORT NO. 08-148
ATTENTION: Council President and City Council |
SUBJECT: 2009 Bonds_- Water System (Refunding and New Money) |
REFERENCES: Companion Report - Water System Capital Improvements Program

' Report
REQUESTED ACTIONS:

1.

Authorize the issuance of the Water Revenue Bonds, Refunding Series 2009A in January
2009 in an amount not to exceed $309 rnillion and Series 2009B by no later than June 30,
Public Facilities Fmancmg Authority of the Clty of San Diego (the “Authority™). Also
authorize the execution of related financing documents to refund certain outstanding
Water Revenue Bonds and Notes, finance approximately 80% of the approved Water
System Capital Improvement Program encumbrances and expenditures, and finance costs
of issuance associated with the 2009 Bonds. The related financing documents are
described in detail in Section I1.J.i of this report.

Authorize the City Attorney to appoint Fulbright & Jaworski L.L.P. as Bond Counsel in
connection with the issuance of the 2009 A Bonds and pay an amount not to exceed
$175,000, plus reasonable out-of-pocket expenses not to exceed $5,000; provided
however the fees payable to Bond Counsel shall be contingent upon the closing of the
2009A Bonds and paid out of the proceeds from the 2009A Bonds.

Authorize the City Attorney to appoint Fulbright & Jaworski L.L.P. as Counse! to

_Facilities and Equipment Leasing Corporation, in connection with the issuance of the

2009A Bonds and pay an amount not to exceed $15,000, plus reasonable out- -of-pocket

. expenses not to exceed $1,000; to be paid from funds identified in the Water and Debt

Management Departments.

Authorize the City Attorney to appoint Hawkins Delafield & Wood LLP as Disclosure
Counsel for the City in connection with the issuance of the 2009A Bonds and pay an
amount not to exceed $250,000, plus reasonable out-of-pocket expenses not to exceed
$5,000; provided however the fees payable to Disclosure Counsel shali be contingent
upon the closing of the 2009A Bonds and paid out of the proceeds from the 2009A
Bonds.
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STAFF RECOMMENDATIONS: Approve the requested actions.

SUMMARY:

I. BACKGROUND

The City entered into a compliance agreement (the “Compliance Order”) with the State of
California Department of Public Health (“DPH"™) in 1994 requiring the City to correct
operational deficiencies and begin critical capital improvements to its aging infrastructure. The
Compliance Order requires the City to rehabilitate or replace deteriorating infrastructure. Failure

to adhere to the Compliance Order could result in penalties under the Health and Safety Code,
Section 116725,

The City was notified in 1997 that it was not in compliance with the DPH Compliance Order.
As a result, the City Council approved the Water Strategic Plan in 1997 which included an eight-
year capital improvements plan. In 1998, the City Council approved a series of three 6%
increases to the water system revenues to support a $385 million bond issuance (the “1998 -
Certificates™) to fund the first phase of the approved Capital Improvement Program (the “CIP*)..

On April 30, 2002, the City Council adOpted a series of annual 6% water rate increases for FY
2003 through 2007 to generate additional waier system revenues and authorized the issuance of
the Subordinated Water Revenue Bonds, Series 2002 (the “2002 Bonds™) to ﬁnance the second

phase of the improvements,

The Water Department had anticipated to issue bonds by 2005 but was unable to do so because
the City was not current on the financial statements. Proceeds of the 2002 Bonds were fully
drawn down by March 2006, leading to a significant slow down of CIP activities for the
remainder of FY 2006 and the first half of FY 2007

In order to continue to address priority capital improvement projects subject to the DPH
Compliance Order, the City Council authorized the Authority to issue $57 million Water
Revenue Notes (2-year term), Series 2007A (“2007A Notes™) on January 16, 2007. The Notes
were purchased by Morgan Stanley on January 30, 2007. The proceeds from the 2007A Notes -
were drawn down by March 2008. Subsequently, the City Council authorized the Authority to
issue the 18-month $150 million Subordinated Water Revenue Notes, Series 2008A (“2008A

Notes™) on February 19, 2008. The Notes were purchased by JP Morgan Securities on February
28 2008.

The 2007A Notes and the 2008 A Notes were short-term private placements. The Notes were

structured on a fixed rate interest-only basis with the principal to be paid by refunding the note
obligations through long term bond issuances. -

On February 26, 2007, the City Council approved a series of four 6.5% annual water rate
increases for FY 2008 through 201 1. This additional revenue generated from the increased water
rates will assist in providing for future debt issuances including the repayment and restructuring
of the 2007A and 2008A short term notes into long term debt issuances. The increase in revenue
will also support cash funded contributions to CIP projects.



000407

The Water Department has made substantial progress completing the projects set forth in the
DPH Compliance Order, which is explained in detail in the Water Department’s Companion
Staff Report. The Companion Report also describes the overall CIP in greater detail.

The proceeds from the 2007 A Notes have been fully expended. The proceeds from the 2008A
Notes are expected to be expended or encumbered by May 2009.

See Attachment 1 for a summary of the Water Sy stem’s outstanding debt obligations and the
corresponding debt service payments as of Septernber 1, 2008,

IL. DISCUSSION

A. Water System Plan of Finance — 2009 Bonds

The proposed financing plan consists of two series of bonds: |

s 20094 refunding only financing series scheduled for January 2009; and
e 20098 refunding and new money financing series scheduled for April/May 2009.

Taken together the 2009A Bonds and the 2009B Bonds constitute the 2009 Bonds.

Proceeds from the 2009A Bonds will be utilized to:
e Refund the $57 million principal of the 2007A Notes due January 30, 2009; and
e - Refund eligible maturities of the 1998 Water System Ccrtlﬁcates of Undivided Interest
that provide at least 3% net present value savings,
* Fund a debt service reserve fund for the 2009A Series; and
e Fund costs of issuance for the 2009A Series

The proposed ordinance provides the authority to refund all outstanding 1998 Certificates that
are economical under a current refunding.! The exact amount of the 1998 Certificates refunded
depends on the market conditions at the time of the sale of the bonds which is planned for
January 2009 (see below).

Economic Refunding of the 1998 Certificates

The 1998 Certificates are éligible for a current refunding under their Trust Agreement as of

August 1, 2008. The optional prepayment rate for the 1998 Certificates prior to July 31, 2009 is
101% of Par.

Proceeds from the 2009A Refunding Bonds will be used to refund eligible outstanding 1998
Certificates in an amount up to $245 million (outstanding principal as of September 1, 2008).
The exact amount of refunding depends on the interest rates available at the time the bonds are

" A current refunding is a redemption of outstanding debt in which the refunding bonds are issued less than 90 days
before the redemption date of the refunded bonds. An advance refunding is any refunding that is not a current
refunding.
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priced. Due to major market dislocations, the interest rate environment is currently very volatile.
The interest rates would have to drop significantly to allow the City to refund the entire $245
million in outstanding principal. The 1998 Certificates, or selected maturities thereof, will only

be refunded if the net present value of the economic savings is at least 3% of the refunding
bonds.

For illustration purposes, based on interest rates as of September 11, 2008, refunding
approximately $94 million in outstanding 1998 Certificates would have generated debt service
savings to the City. The following table provides a financing comparison between the 1998
Certificates and the refunding opportunity available as of September 11, 2008.

Existing 1998 Certificates | ~ Refunding Opportunity
: (Estimate)
Issuance Size $94.2 miilion $95.7 million
Average Annual Debt Service $9.24 million | © $8.68 million
Payment :
True Interest Cost 5.06% . 4.42%"
Maturity Date 8/1/2021 8/1/2021
Total Debt Service $129.3 million $121.6 million

'Average annual debt service payment toward $94.2 militon of the 1998 Certificates adjusted for eamings from cash
reserve which offsets actual debt service payment.
?Provides 3% Net Present Value Savings

20098 Bonds

Proceeds from the Series 2009B bonds will be used as follows:
s Finance Water CIP construction through June 2010 with an estimated $150 million in
new money proceeds;
» Refund the 2008 A Notes (principal $150 million);
¢ Refund any additional outstanding 1998 Certificates if cost effective; and
s Fund costs of issuance for 2009B Series.

The 2009B Bonds will only be issued upon the approval by the City Council of the 2009B
Preliminary Official Statement and the 2009B Bond Purchase Agreement which are expected to
be brought to the City Council in March/April 2000.

Dividing the 2009 Bonds into two series (2009A and 2009B) enables the City to borrow funds no
earlier than the time the proceeds are needed. As previously noted, principal on the 2007A
Notes 1s due on January 30, 2009 while principal on the 2008A Notes is not due until August
2009. In-addition, the Water Department currently has remaining proceeds of the 2008 A Notes
which will be used for capital projects, and does not require new money proceeds until those
funds are expended or encumbered {currently expected to be April/May 2009). The Water
Department projects that by April/May 2009, the CIP funding from the 2009B Bonds will be
necessary to meet the Compliance Order timeline and Federal Safe Drinking Water Act
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mandates. Issuing bonds for new construction as close as possible to the start of the construction
will allow the City to minimize the potential of negative arbitrage on the construction fund.?

B. Method of Sale

The 2009A.and 2009B Bonds will be rated and structured as public offerings to be implemented
in January 2009 and April/May 2009, respectively. The 2009 Bonds will be fixed rate
obligations with a 30-year term for (i) the refunding portion of the 2007 and 2008 Notes; and (ii)
the new money portion. The refunding portion of the 1998 Certificates will maintain the original
final maturity of August 2028.

As a condition for a public offering, the City will have to become current on the release of the
City audited financial statements. The FY 2003 through FY 2006 Comprehensive Annual
Financial Reports (CAFRs) were released by the City in FY 2007 and FY 2008 with unqualified
audit oplmons The City expects to receive the audit opinion for the FY 2007 ﬁnancxal
statements in Octaber 2008

On May 15, 2008, Standard & Poor’s reinstated the City’s credit rating. The Water System’s
outstanding senior lien 1998 Certificates were given a credit rating of AA- underlying rating
(stable outlook) and the subordinate lien 2002 Series at A+ (stable outlook). The Standard &
Poor’s report cited the Water System’s good projected financial performance, strong cash
reserves, approved rate increases, stable service area economy and customer base as support for
the rating. On March 27, 2008 Fitch changed the City’s credit outlook to positive. Fitch
currently rates the 1998 Certificates at BBB+ and the 2002 Series at BBB, with a positive
outlook on both. Moody’s currently maintains ann A2 rating on the 1998 Certificates and an A3
rating on the 2002 Series, with a negative outiook. The 2009A Bonds are to be 1ssued on parity
with the 1998 Certificates as senior lien bonds. The ratings on the proposed bonds are anticipated
to receive the same ratings as the 1998 Certificates. : '

The City will request credit ratings for the 2009A Bonds from the three rating agencies in
November 2008. The request process will entail providing the bond documents and offering
statement in their final form, making in depth presentations and responding to all the questions.
from the rating agencies. The Disclosure Practices Working Group will review the ratings
materials prepared by staff with assistance from the financial advisor, underwriters, and the
disclosure counsel. Ratings on the 2009A Bonds will be offered to the City prior to the release
of the Preliminary Official Statement (POS) which is currently anticipated in mid December
2008.

C. Financing Schedule and Kev Milestones of the 2009 Bonds

October 2, 2008 DPWG reviewed and approved Preliminary Official Statement
(POS) for 2009A Bonds

? Proceeds for new construction are held in the construction/acquisition fund for no more than the time needed to
complete the construction projects for which the bonds are issued. In most interest rate environments, the rate the

City can expect to eamn on these funds is less than the expected interest expense on the bonds resulting in neganve
arbitrage.
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October 27-28, 2008 - Introduction of the financing ordinance
November 10, 2008 Approval of the financing ordinance and the resolution authorizing

the 2009A Preliminary Official Statement and the Bond Purchase
Agreement
(30-day referendum beglns)

Week of December 1, 2008  Receive credit ratings for 2009A Bonds

December 10, 2008 End of 30-day referendum period

Refunding Series 2009A Bonds

December 11, 2008 Distribute final changes to the POS to the City Council after
DPWG approval

December 17, 2008 Print and distribute 2009A Bonds Preliminary Official Statement

January 13, 2009 2009A Bonds pricing '

January 14, 2009 Distribute the Official Statement to the City Council after DPWG
review

January 19, 2009 Print and distribute 2009A Bonds Official Statement

January 27, 2009 : 2009A Bonds closing and receipt of proceeds

January 30, 2009 Water Revenue Notes 2007A principal due

Series 2009B Bonds :

March/April 2009 City Council to approve the 2009B Preliminary Official Statement

' and 20098 Bond Purchase Agreement via Council Resoiution

March/April 2009 Receive credit ratings for 2009B Bonds

April/May 2009 Print and distribute 2009B Preliminary Official Statement

April/May 2009 2009B Bonds pricing; print and distribute 2009B Official
Statement ‘

Apnil/May 2009 . 2009B Bonds closing and receipt of proceeds. Principal payment

D.

on 2008 A Notes and fund Water System CIP

Summaryv of Kev Terms and Conditions of 2009 A Bonds

Issuer - The Public Facilities Financing Authority of the City of San Diego
Underwriting Syndicate - Morgan Stanley & Co., Inc. and J.P. Morgan Securities Inc.
(Co-Senior Syndicate Managers); Estrada Hinojosa, Ramirez & Co, Seibert Brandford
Shank & Co. (Co-Managers)
Lien Structure - Senior Lien (1.20x coverage of Net System Revenues to Debt Serv1ce)
Market - Public
Principal - not to exceed $309 million
Final Maturity- 2039 (2007A Note Refunding);

August 2028 (final 1998 Certificates Refunding)
Debt Service Reserve Fund — Included in the issue size

E. Summary of Kev Terms and Conditions of 20098 Bonds

Issuer - The Public Facilities Financing Authority of the City of San Diego
Underwriting Syndicate - To be Determined. (See below)
Lien Structure - To be determined closer to the pricing based on market conditions
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Market - Public

Principal - Not to exceed $329 million

Final Maturity - 2039

Debt Service Reserve Fund — To be determined closer to the pricing based on market
conditions.

F. Financing Team

‘The City’s Financing Team for the 2009A Bonds consists of the Chief Financial Officer, staff
from the Debt Management Department, the Comptroller’s Office, the Water Department, the
City Attorney’s Office, and outside consultants, including Montague DeRose and Associates
LLC as independent Financial Advisor, Fulbright & Jaworski L.L.P. as Bond Counsel, Hawkins
Delafield & Wood LLP as Disclosure Counsel, Camp Dresser & McKee Inc. (“CDM”) as
Feasibility Consultant, and Wells Fargo Bank, National Association as Bond Trustee.

2009A Bonds Financial and Legal Services. Montague DeRose and Associates, LLC (the
“Financial Advisor™) is serving as the independent financial advisor. The Financial Advisor
entered into a three-year contract with the City starting July 24, 2006. Under the agreement (C-
13876), the Financial Advisor is authorized to provide financial advisory services, including
services related to the proposed 2009A Bonds. Montague DeRose’s fee for the 2009A Bonds is
at a not-to-exceed $75,000. In addition to the fees, Montague will be reimbursed for all
approved out-of-pocket expenses not to exceed $2,500. W

The City Attorney’s Office has selected Fulbright & Jaworski L.L.P. to serve as bond counsel

through a Request for Proposals process. Fulbright & Jaworski L.L.P. has proposed to provide

such service for 2009A Bonds for a fee in an amount not to exceed $175,000. Out of pocket

expenses are not to exceed $5,000. The bond counsel fee is contingent upon the successful
closing of the 2009A Bonds.

Hawkins Delafield & Wood LLP serves as the disclosure counsel. Hawkins Delafield & Wood
LLP has proposed to provide such service for a fee in an amount not to exceed $250,000 for
2009A Bonds. Out of pocket expensés are not to exceed $5,000. The disclosure counsel fee is
‘contingent upon the successful closing of the 2009A Bonds. |

Camp Dresser & McKee Inc. (“CDM™) served as the feasibility engineer. CDM was selected by
the Water Department following an interview process of qualified firms on an as-needed list
maintained by the Purchasing & Contracting Department. The fee for the feasibility engineer is
$156,761. As feasibility engineer, CDM investigated the status of the Water System to analyze
its impact on the security of the proposed 2009 Bonds. CDM provided a Feasibility Report, an
independent engineering, institutional, operational, and financial analysis of the proposed bond
offering. This Feasibility Study is included as an Appendlx to the 2009A Bonds Preliminary
Official Statement.

Wells Fargd Bank, National Association was selected through a competitive RFP process as the
trustee for the 2009 Bonds. Wells Fargo will receive $3,800 in acceptance and first year
administration fees for the 2009A Bonds and $1 -500 in acceptance and first year fees for the
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20098 Bonds. Recumng annual fees will be $1,800 for the 2009A Bonds and $1,000 for the
2009B Bonds.

Costs of Issuance, including consultant expenses, and necessary authorizations for the 2009B
Bonds will be brought to the City Council in March/April 2009 in conjunction with the 2009B
Bonds Preliminary Official Statement and the Bond Purchase Agreement

2009A Bonds Underwriting Syndicate. In May 2006, the City solicited proposals from firms
qualified to serve as lender, placement agent, purchaser, or underwriter for a planned Water
System borrowing. The Request for Proposals (RFP) indicated that although the City planned to
undertake the borrowing as a private placement, direct loan or direct purchase, it was possible,
subject to timing considerations and the availability of certain financial information, that the
financing would be undertaken as a public offering. The City received a total of 21 bids.

Respondents were evaluated as possible candidates for both a private offering and a public
offering.

In early 2007, four firms (Morgan Stanley, Lehman, Citigroup, and Bank of America) were
selected for the non-public offering short list based on proposed spread to MMD?, disclosure
requirements, fees, and flexibility to refinance or call debt. The City undertook the full due
diligence process with all the highly rated firms. In December 2007, the City requested bids
(based on a spread to MMD) from each of the four highly rated firms. Morgan Stanley was
awarded the {ransaciion on a compeiifive basis afier submifiing the iowest bid conforming to the
City’s term sheet. The City and Morgan Stanley completed their due diligence and Morgan

Stanley subsequently executed the transaction and purchased the Water Revenue Notes, Series
2007A.

After the 2007A Notes were executed, the focus of the City turned to the issuance of a follow-on
public debt offering. In addition to the evaluation of firms for the non-public offering, the City
evaluated the respondents on the basis of criteria related to a public offering. The City short-
listed five highly qualified firms, based on established criteria, which included staff, firm’s
experience, understanding the City’s borrowing objectives, and fee proposal. Morgan Stanley
was selected as the senior manager for a public offering on the basis of this evaluation.

‘During the development of the financing documents for the anticipated debt issuance, it became
clear that the proposed issue could not be sold on a public basis since the City was still not
current on its CAFRs. In order to meet priority Water CIP requirements, the City and Morgan
Stanley agreed to undertake the transaction as a private offering. As the financing process
progressed, the City and Morgan Stanley were unable to reach agreement on the terms of the
borrowing during the course of the negotiations for a private offering.

In order to select a replacement underwriter, the City relied on a recently completed selection
process for the proposed deferred maintenance bond issuance. The City had conducted a RFP
process for the deferred maintenance bonds and ranked the respondents. The highest ranked
respondent, Bank of America, was selected for the deferred maintenance bonds. The next
highest, JP Morgan, was identified as a replacement for Morgan Staniey for the Water

* The Municipal Market Data (MMD) rate is a benchmark index for fixed rate municipal debt
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Department’s second private issuance. JP Morgan completed a due diligence process and
subsequently purchased the 2008 A Water Revenue Notes on a private basis.

Morgan Stanley and JP Morgan have been retained as co-senior managers for the 2009A Bonds,
having been previously selected for Water Revenue Bond public issuances from the 2006 RFP
process. The co-managers, Ramirez & Co., Siebert Branford Shank, and Estrada Hinojosa, were
selected on the basis of their responses to the 2006 RFP process to broaden the distribution of
bonds to a full range of potential retail and institutional buyers. Morgan Stanley will serve as the
book running Representative for the senior managers and co-managers. The Representative
signs certain legal documents on behalf of itself, the co-senior manager and the co-managers.
Nixon Peabody LLP is serving as the Counsel (Underwriter’s Counsel) to Morgan Stanley.

2009B Bonds Underwriting Syndicate. The syndicate will be identified for the 2009B Bonds
through a Request for Proposals process to be conducted in the first quarter of 2009. Staff will
report the selection at the time the 2009B Bond Purchase Agreement and the 2009B Preliminary
Official Statement are brought to the City Council in March/April 2009.

G. Document Preparation Due Diligence

The Financing Team has conformed to the Controls and Procedures established by the
Disclosure Practices Working Group (DPWGQG) in preparing the offering statement for the 2009A
Bonds. The Disclosure Practices Working Group reviewed and provided required certifications. -
Consistent with the Kroll Report recommendations, the financing documents for the proposed
2009 Bonds incliding the Preliminary Official Statement for 2009A Bonds and related
appendic‘fs were distributed to the City Council offices two weeks prior to the City Council
hearing.

As with the recent financings, staff will inquire with the City Council offices and the
Independent Budget Analyst’s Office for one-on-one briefings after docketing the proposed
financing item and will be prepared to meet with the Counci! staff and the Independent Budget
Analyst to review the financing plan and address questions. '

In accordance with the DPWG Controls and Procedures, a Disclosure Working Group was
convened to assist the Disclosure Counsel in developing the offering statement. The Disclosure
* Working Group consisted of the Disclosure Counsel, City Disclosure Counsel, Debt
Management staff, Water Department Staff, City Attorney staff, and the Financial Advisor.
These Departments have provided pertinent information for inclusion in offering statement.
Representatives from the underwriting syndicate’s co-senior manager firms have also taken an
active role in the disclosure document development process. '

The Water Department has been involved in all stages of the disclosure document development
process and has reviewed the final form of the Preliminary Official Statement to ensure accuracy
and completeness of the disclosures pertaining to the Water System. The Water Department also
engaged the engineering firm, Camp Dresser McKee, to complete an engineering and financial
feasibility study on the bond offering. The feasibility study is inlcuded in the POS,

* Report of the Audit Committee of the City of San Diego, August 8, 2006,
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The DPWG met on August 26, 2008, October 1, and October 2, 2008, to review and approve the
2009A Preliminary Official Statement and the 2009A and 2009B Continuing Disclosure
Certificates. Consistent with the DPWG Controls and Procedures, necessary certifications from
various officials involved in the preparation or review of the disclosures including the Mayor, the

City Attorney, and the Chief Financial Officer, will be distributed to the City Council prior to the
Council hearing. '

H. Legal Structure

The following two entities are utilized for the issuance of the proposed 2009 Bonds:

The San Diego Facilities and Equipment Leasing Corporation (the “Corporation™),
established on February 3, 1986 to acquire and lease to the City real and personal
property to be used in the municipal operations of the City, was the issuing entity for the
1998 Certificates. The City is the sole member of the Corporation. '

The Public Facilities Financing Authority of the City of San Diego (the “Authority™), was
established pursuant to a Joint Exercise of Powers Agreement, dated May 14, 1991,
between the City and the Redevelopment Agency of the City. The Authority was
established to serve as a financing vehicle for certain of the City’s facilities and projects.
The Authoriiy served as the issving entity for the 2002 Water Revenue Bonds, 2007A
Water Revenue Notes, and 2008A Water Revenue Notes.
Under the terms of the Master Installment Purchase Agreement (MIPA), the Corporation assists
the City in funding the CIP of the Water System. These components are referred to as the
Project and are listed in the 2009A Supplement to the MIPA. The City acts as an agent of the
Corporation to construct, acquire, and install the Project. The City purchases components of the
Project from the Corporation with instaliment payments from the net system revenues of the
Water Department. The installment payments are assigned to the trustee towards debt service
payments for the bonds issued by the Authority on behalf of the City,

The Authority and Corporation will each approve via resolution the 2009A and 20098
Assignment Agreements (described in greater detail in Section 11.J below), assigning to the
Authority the Corporation’s right to receive installment payments made by the City, allowing the
Authority to serve as the financing vehicle for the 2009A and 2009B Bonds.

I. City Council Approval Process

This staff report describes the overall structure of the 2009 Bonds and the specifics of the 2009A
Bonds. Council is being asked to approve all financing documents required for the 2009A
Bonds, and certain 2009B Bond documents that must be approved via ordinance. Section J
below describes the specifics of each document.

The 2009B Bond Purchase Agreement and the 2 009B Preliminary Official Statement will be
presented to the City Council in March/April 2009 approximately one month prior to the
scheduled issuance of the 2009B Bonds. Routin g the documents closer to the issuance of the
2009B Bonds will provide the City with a greater degree of flexibility and understanding of the

10
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bonds to meet the requirements of the Water Department with respect to the financial markets
and receiving necessary disclosures. Debt Management will prepare a separate staff report to
accompany the 2009B Bond documents submitted in March/April 2009.

J. Financing Documents

A brief description of the financing documents follows:
(i) Documents Pertaining to the 2009A and 20098 Bonds

The Financing Ordinance authorizes the issuémce of the 2009A Bonds and 2009B Bonds,
the approval of the operative legal documents described below and any other actions of the
‘Mayor or his designees that may be necessary to issue the 2009 Bonds.

The Amended and Restated MIPA updating and consolidating the 1998 Master Installment
Purchase Agreement, dated as of August 1, 1998, as amended by a First Amendatory
Supplement, dated as of September 19, 2002, and by the Second Amendatory Supplement,
dated as of January 1, 2007, each by and between the City and the Corporation, to make it a
single document and to clarify certain of its provisions.

The 2009A Supplement to the Master Installment Purchase Agreement between the City of
San Diego and the San Diego Facilities and Equipment Leasing Corporation documents the
sale of certain components of the City’s Water System and provides for instaliment payments
by the City to pay the debt service on the 2009A Bonds.

The 2009A Indenture between the Authority and the Trustee (“Wells Fargo™) provides for
the issuance of the 2009A Bonds and sets forth terms, including the specific rights;
responsibilities, and obligations of each party with respect to the issuance of the 2009 Bonds.

The 2009A Continuing Disclosure Certificate details the City’s ongoing obligation to file
annual reports and material event notices with the Nationally Recognized Municipal
Securities Information Repositories for the benefit of the 2009A bondholders.

The 2009A Assignment Agreement between the Authority and the Corporation assigns to
the Authority the Corporation’s right to recei ve instaliment payments made by the City for
the 2009A Bonds. The assignment agreement will be entered into between the Authority and
the Corporation to allow for the Authority to make debt service payments on behaif of the
City on the proposed 2009A Bonds. Previous assignments agreements established between
the Authority and Corporation provided for debt service payments on the 2002 Bonds, 2007A
Notes and 2008A Notes. The 2009A Assignment Agreement will be approved via
resolutions of the Authority and Corporation. The City Council will acknowledge via the
financing Ordinance the City’s obligation under the Assignment Agreement to send the
Installment Paymenits to the Trustee, on behalf of the Corporation.

The 2009B First Supplemental Indenture between the Authority and the Trustee provides

for the 1ssuance of the Series 2009B Bonds under the terms of the Indenture and the 20098
Bond Purchase Agreement.

11
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The 2009B Supplement to the Master [nstallment Purchase Agreement between the City of
San Diego and the San Diego Facilities and Equipment Leasing Corporation documents the
sale of certain components of the City’s Water System and provides for installment payments
by the City to pay the debt service on the 2009B Bonds.

The 2009B Continuing Disclosure Certificate details the City’s ongoing obligation to file
annual reports and current material event notices with the Nationally Recognized Municipal
Securities Information Repositories for the benefit of the 20098 bondholders.

The 2009B Assignment Agreement between the Authority and the Corporation assigns to
the Authority the Corporation’s right to receive installment payments made by the City for
the 2009B Bonds. The Assignment Agreement will be entered into between the Authority
and the Corporation and allow for the Authority to make debt service payments on behalf of
the City on the proposed 2009 Bonds. The Assignment Agreement will be approved via
resolutions of the Authority and Corporation in April 2009. The City Council will
acknowledge via the financing Ordinance the City’s obligation under the Assignment
Agreement to send the Installment Payments to the Trustee, on behalf of the Corporation.

~ (ii) Documents Pertaining to the 2009A Bonds
The Resolution authorizes the approval of the legal documents described below.

The 2009A Bond Purchase Agreement between the City, Authority, and underwriters’
representative defines the terms and conditions of the 2009A Bonds once they have been
priced. The 2009A Bond Purchase Agreement will be approved via resolutions of the City
Council and the Authority.

The Preliminhry Official Statement (POS) Water Revenue Bonds, Refunding Series
2009A is the offering statement for the 2009A Bonds. The POS includes detailed
description of the 2009A Bonds, the Water System’s financial data and a summary of the
pertinent water supply, regulatory, and financial issues. The POS includes the following
appendices: :

¢ Demographic information regarding the City of San Diego

o The Engineer’s Feasibility Statement

¢ Information concerning the San Diego County Water Authority and the Metropolitan
Water District of Southern California
Excerpts pertaining to the Water System from the Fiscal Year 2006 and 2007 CAFRs
Summary of the Principal Legal Documents
Form of Bond Counsel Opinion
Form of the Continuing Disclosure Certificate

The preparation and review process for the POS is described in Attachment 2.

12
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HI1. FISCAL CONSIDERATIONS

Estimated Sources and Uses of Bond Proceeds (Preliminary and Subject to Change)

2009A Bonds

The presentation of the Sources and Uses of Funds below provides the most likely financing scenario
under current market conditions. As discussed in Section LA, the actual size of the economic
refunding of outstanding 1998 Certificates will depend on the available mterest rates when the 2009A
Bonds are priced.

The following estimate assumes none of the 1998 Certificates are economical to refund. Based on the
interest rates as of October 2, 2008, the estimated True Interest Cost 1s 6.00%. Staff will provide

updated estimates to the City Council at the time of the Council hearing.

Estimated Sources of Funds

Par Amount of 200%A Bonds $ 62.7 million
Premium’ $ 0.2 million
TOTAL . $ 62.9 million
Estimated Uses of Funds

2007A Note Repayment § 57.0 million
Deposit to Reserve Fund $ 4.5 million
Costs of Issuance? $ 1.4 million
TOTAL $  62.9 million

The 2009A Bonds are anticipated to be issued as premium bonds. The City will recelve an up-front payment
(premium) from the bond underwriter in excess of the par value of the bonds. This will allow the bond underwriter
to structure the bonds with a competitive coupon rate. In effect, the premium the City receives is offset by a higher
coupon paid on the bonds. The bonds are structured in this manner to increase their marketability, It does not
increase or decrease the overall borrowing costs to the City. The issue size is reduced by the corresponding amount
paid in premium up-front which also ailows the City to have a lower issuance size compared to when the bonds are
issued on a par basis!

*Costs of Issuance include legal fees, consultant costs, underwriting fees, feasibility engineer fees, rating agency

fees, and certain other expenses related to the issuance of the bonds. The estimated Costs of Issuance are detailed in
Attachment 3.

City Council Authorization Parameters. The legal documents authorize the issuance of the
2009A bonds in an amount not to exceed $309 million. Of this authorization amount, $245
million is to refund all or portions of the 1998 Certificates if economical. The City will only
refund portions of the 1998 Certificates which are consistent with the City’s Debt Policy and
generate at least 3% net present value savings. Any portion of the $245 million from the 2009A
Bonds not used to refund the 1998 Certificates will be applied to the not—to-exceed amount
authorization under the 20098 Bonds. The financing ordmance also authorizes the repayment of
the 2007A Notes ($57 million).

13
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The financing ordinance authorizes documents that are necessary but not sufficient to issue the
2009B Bonds. The 2009B Bonds would still require the approval, via resolution of the City
Council and the Authority, of the Bond Purchase Agreement and the Preliminary Official
-Statement for the 2009B Bonds. The not to exceed amount of the 20098 Bonds is $329 million.

The not to exceed True Interest Cost requested in the financing ordinance for the 2009A and
2009B Bonds is as follows:

20094 Bonds

2007A Note Refunding 7.00%

1998 Certificates Refunding 4.85%
2009B Bonds :

2008 A Note Refunding: 7.00%

New money for capital projects: 7.00%

Debt Management will provide a closing memorandum to the City Council immediately after the
sale of the bonds specifying the actual interest rate, proceeds received from the sale of the bonds,
actual amount of 1998 Certificates refunded, and the expected lower debt service payment
compared to the outstanding 1998 Certificates.

Interest Rate and Projected Debt Service. In accordance with the Council-approved Debt
Policy, the 2009A and 20058 Bonds will be priced on a fixed rate basis with the interest rate
fixed at the time of the pricing for the life of the bonds. The actual interest rate will be set when
the bonds are sold and are based on the market conditions present at the time of the bond pricing.

The debt service pa_lyrnentls will be paid semi-annually.

Based on interest rates as of October 2, 2008, the portion of the 2009A Bonds used to repay the
2007A Notes is an estimated $62.7 million. The annual estimated debt service is $4.4 million
with an estimated total debt service of $132.6 million over a 30 year term. For comparison
purposes, at the City Council authorized not-to-exceed interest rate of 7.00%, the annual debt

service on the bonds is estimated to be $5.1 million with the total annual debt service at $152
million over a 30 year term.

Assuming the entire outstanding principal on the 1998 Certificates is refunded with the 2009A or
2009B Bonds generating at least 3% in net present value savings, the new annual debt service
will be an estimated $12.1 million, FY 2010 - FY 2015, and $25.3 million FY 2016 - F'Y 2029,
which is approximately $800,000 lower per year than the current debt service on the 1998
Certificates. The repayment term on the refunded portion will remain unchanged at 21 years.

Revenue Pledge. Under the terms of the financing documents, the 2009 Bonds are limited
obligations of the Authority payable solely from the Installment Payments made by the Water
System. The Installment Payments are secured by and payable solely from the Net System
Revenue of the Water System. Net Systern Revenue is the income derived from the operation of
the Water System (primarily water rates and charges) less the maintenance and operation costs.

Additional Bonds Test. Section 5.03 of the Amended and Restated Master Instaliment

Purchase Agreement establishes the criteria (Additional Bonds Test) the City must meet to issue
additional debt obligations to support the activities of the Water System. Under the criteria, for a

14
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consecutive 12 month period during the preceding 18 months, the Water System’s Net System
Revenue must be greater that 1.2 times of the new and existing debt service on senior debt
obligations, or 1.0 times coverage, of the combined new and existing senior and subordinate debt
service. The Additional Bonds Test was performed to ensure that the City is in compliance with
the covenant and has the revenue capacity to issue additional bonds in the form of the 2009A and
2009B Bonds for the amounts recommended in the proposed financing plan. The Additional
Bonds Test is included as Attachment 4.

ALTERNATIVES

Do not approve the requested actions necessary to issue the 2009 Bonds to repay the 2007A and
2008A Notes and make available additional funds to upgrade and expand the Water System.
However, not approving the requested actions essential to repay the two short term notes will
adversely affect the City in meeting its repayment covenants and paying off the Water System’s
outstanding debt obligations in a timely manner, There is no other viable option to pay off the
two Notes or extend the term of the Notes other than through the issuance of long term bond
obligations. It is recommended that the requested actions be approved to implement a cost
effective financing plan in a timely manner in order to address the repayment obligations and
meet the ongoing new capital funding needs of the Water System.

COMMUNITY PARTICIPATION AND OUTREACH EFFORTS

The Water Department conducted a Proposition 218 noticing process as part of the approval for
the rate increases necessary to support bond issuance projections from FY 2009 to FY 2011.
Pursuant to Proposition 218, the City provided property owners 45 days advance notice of the

" Council’s formal consideration of rate increases. Notices were mailed to property owners of
record and City of San Diego water bill customers, advising them that the City Council would
hold hearings on February 26, 2007 to consider adoption of the proposed water rate increases.
The hearings were held as scheduled and the rate increases were subsequently approved by the
Council.

KEY STAKEHOLDERS & PROJECTED IMPACTS .

Business entities involved in the proposed financing measure are: Morgan Stanley & Co. and
J.P. Morgan Securities Inc. (co-senior managers); Estrada Hinojosa, Ramirez & Co, Inc, and
Siebert Branford Shank & Co. LLC (co-managers); Hawkins Delafield & Wood LLP (disclosure
counsel); Nixon Peabody L.L.P. (underwriters’ counsel); Fulbright & Jaworski L.L.P. (bond
counsel); Wells Fargo Bank, National Association (trustee); CDM (feasibility consultant), and
Montague DeRose and Associates LLC (financial advisor).

Respectfully submitted,

(e

Lakshmi Kommi
Debt Management Director Chief Finan¢ial Officer
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Attachments 1. Summary of Qutstanding Water Utility Obligations
2. Preliminary Official Statement Development Process
3. Estimated Costs of Issuance Budget
4, Additional Bonds Test

16



Summary of Outstanding Water Utility Obligations
. As of September 1, 2008

Attachment 1

125000

. . . Principal Remaining Interest Total Principal & . .
Original Issue Size Outstanding FPayments Interest Final Maturity
1998 Certificates $385,000,000 $245,010,000 |- $176,357.848 $421,367,848 | FY 2029
‘ (08/01/2028)
2002 Bonds $286,945,000 $272,845,000 $157,918,258 $430,763,258 | FY 2033
- (08/01/2032)
2007A Notes $57,000,000 $57,000,000 $1,150,672 $58,150,672 | FY2009 -
_ : (01/30/2009)
2008 A Notes $150,000,000 $150,000,000 $5,289,000 $155,289,000 | FY 2010
(08/28/2009)
State Revolving $21,525,249 $18,940,380 $4,450,295 $23,390,675 | FY 2026
Fund Loan (2004) (7/01/2025)

Source: Debt Management

17
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Attachment 2

2009A Preliminary Official Statement Development Process

The following describes the preparation and review process undertaken for the 2009A

Preliminary Official Statement (2009A POS), the marketing document for the 2009A Bonds.
The final draft of the 2009A POS is one of the financing documents for the 2009A Bonds and is
referenced in the Staff Report.

Three groups were engaged in the POS preparation and review process:

The Financing Team (as defined in the Staff Report) reviewed and provided input to the
POS along with other legal documents as part of the effort to execute the 2009A Bonds.

The Disclosure Working Group consisting of the Disclosure Counse!, City Disclosure
Counsel, Financial Advisor, City Attorney’s Office, Debt Management, and Water
Department, was formed with the principal purpose to develop the POS.

The Disclosure Practices Working Group (DPWG) reviewed and approved the POS

including the appendices to the POS. Membership in the DPWG is defined by Section

22.4103 of the Municipal Code. The DPWG consists of the Chief Operating Officer, the
City Attorney, the Chief Financial Officer, the Director of Debt Management, the Chief
Deputy City Attorney for Disclosure, the Independent Budget Analyst, the Internal
Auditor, and the outside Disclosure Counsel, currently John McNally of the Washington
D.C. office of Hawkins Delafieid & Wood LLP. The independent monitor participates in
the DPWG meetings. The position of Chief Deputy City Attorney for Disclosure and
Finance has been vacant since May 2008.

The 2009A POS was drafied by the Disclosure Counsel for the 2009A Bonds from the

Los Angeles office of Hawkins Delafield & Wood LLP, relying on the information provided by
the City departments and their assessment of the legal, financial, and the Southern California
supply issues specific to the City’s Water System.

The Disclosure Working Group began-work on a Preliminary Official Statement for a

planned 2008 public debt issuance in September 2007. The Disclosure Working Group met in
early October 2007 to review the methodology and approach to producing an Official Statement.
The group reviewed selected Official Statements from Southern California agencies that recently
issued water revenue bonds in order to develop an understanding of the current disclosure
expectations for a water credit. Water Department and Debt Management staff began to update
data elements for the POS and provided the information to the Disclosure Counsel and responded
to inquiries as the document was developed by the Disclosure Counsel. The Group reviewed and
refined the document over the course of first half of 2008.

Starting July 2008, the Financing Team for the 2009A Bonds reviewed POS drafts and

provided comments to the Disclosure Counsel during various legal document review sessions
conducted on July 2, July 17, July 30, 2008, September 11, and September 25.

" In August, 2008, the POS primary document was received by the DPWG. A final draft

of the POS, incorporating as appendices, the Feasibility Report, Southern California water

18
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supply information, regional demographic data, and excerpts pertaining to the Water System
from the 2006 CAFR, were reviewed and approved by the DPWG on October 1 and 2, 2008,
respectively. '

On an ongoing basis, staff from the City Attorney’s Office, Water Department, Debt
Management Department, Comptroller, and the CFO, receive training on disclosure best
practices provided by the City Disclosure Counsel, and the California Debt and Investment
Advisory Commission.

19
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Attachment 3

Estimated Costs of Issuance

Water Revenue Bonds 2009A

Role : Firm
Financial Advisor Montague DeRose and Associates, LLC | $ 77.500
Bond Counsel Fulbright & Jaworski L.L.P. 180,000
Disclosure Counsel Hawkins Delafield & Wood LLP 255,000
External Auditor, FY 07 and 08 Macias Gini & O'Connell LLP 12,000
Feasibility Engineer Camp Dresser McKee 156,800
Credit Rating Fees 210,000
Trustee Wells Fargo 3,800
Printing Costs 30,000
Underwriter Discount’ 2009A Syndicate 404,000
Contingency 3% 27,800
Total Estimated Costs of Issuance $ 1,356,900

oW, underwriter’s counsel fees and out-of-puckel expenses.
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. Attachment 4

Water System
Historical Additional Bonds Test

FY 2008

($000s)

Operating Receipts :
Water Sales (a) : 288,946
Other Services - 9,564
Rentals ' 5,695
Other Revenue ' 2,992

Total Operating Receipts 307,200

Operating Expenditures
Water Purchases 128,114
Operations & Maintenance ' 135,225

Total Operating Expendifures . ' 203,335

Operating Income _ ' 43,862

Other Income-

Interest Eamnings : . 18,252
Capacity Charges 8,459
Other Income (b) 2,746

Total Other Income . 29,456

Net Income ' : ‘ 73,318

Less: Reserve Earnings on Parity Obligations 1,370 |.

Adjusted Net System Revenue A 71,948

Maximum Annual Debt Service on all Parity Obligations 54,627

Test (c) 1.32

{a) -Includes service charges and reclaimed water sales
(b} Inclides cancelled prior year encumbrances, recovered damages, and land sales
(c) Ratio of Net System Revenue to Parity Obligations >= 1.20

Source: Report on the Engineering and Financial Feasibility Study — Revenue Bonds Series 2009, Table 5-1.
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THe CiTYy oF SaN DIEGO

Report 10 THE CiTY CouNciL

DATE iSSUED: o " REPORT NO. 08-147
ATTENTION: Council President and City Coﬁncil, Daocket of

SUBJECT: Water System Capital Improvements Program Report

REFERENCE: Companion Report — Fiscal Year 2009 Water System Public Offering

REQUESTED ACTION: Accept this report.

STAFF RECOMMENDATION:  Accept this report.

SUMMARY
Proceeds from the sale of an estlmated $329,000,000 of Public Facilities Financing Authority of
the City of San Diego Water Revenue Bonds, Series 20098 (the “2009B Bonds™) will be needed
- in order to refund $150 million in outstanding 2008A Notes (as defined in the Fiscal Year 2009
Water System Public Offering Report), fund necessary reserves and expenses related to the
. 2009B Bonds financing, and fund the continuation of improvements to the Water System
initiated under financing programs in previous years. Details of the proposed financing plan are -
" discussed in the Fiscal Year 2009 Water System Public Offering Report.

BACKGROUND:

In mid-2006, the Water Department entered into an agreement with Raftelis Financial
Consultants, Inc., a financial services consulting firm, to complete a Water Cost of Service Rate
Study (the “Study™). The Study was to review the then-current water rate structure, the projected
expenditures, including the proposed capital improvements and corresponding anticipated debt

issuances, and the anticipated revenue requirements for the period of fiscal year 2008 through
fiscal year 2011. ‘

The completed study, presented in December 2006, recommended modifications to user

classifications, cost allocations, and increases to water rates over the specific study period of

fiscal year 2008 through fiscal year 2011. The additional anticipated revenue generated from the

increased water rates was anticipated to support the Water System including addressing debt

. service from planned future bond 1ssuances, cash funding contributions to capital improvement
projects, and allowing sufficient reserves to be established. ‘ '

InlJ a_muary 2007, the Water Department issued $57 million in privately placed notes (the 2007A
Notes, as defined in the Fiscal Year 2009 Water System Public Offering Report), in order to fund
the continuation of the capital improvement projects. Based on the construction schedules for the
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Water Department’s capital improvement projects, the Water Department intended to undertake
a public bond offering in 2005, however, due to the City’s lack of audited financial statements,
the City was unable to access the public bond market. As a result, the Water Department was
resigned to significantly restructuring construction schedules and delaying projects. By Spring
2006, the bond proceeds from the 2002 Bonds (as defined in the Fiscal Year 2009 Water System
Public Offering Report) had been fully expended. The Water Department used pay-as-you-go
funding to continue the reduced capital program. The issuance of the 2007A Notes was intended
to fund the capital improvement program until a public bond offering was possible, anticipated to
" be in early 2008. The debt service associated with the 2007A was to be addressed from the water
rate increases approved in 2002. The 2007A Notes provided funding for capital projects
including water main replacements, the Alvarado Water Treatment Plant, the Miramar Water
Treatment Plant, the Otay Water Treatment Plant, and the Rancho Bernardo Reservoir.

On February 26, 2007, the City Council was presented with a proposal to increase water rates by
six and a half percent annually from fiscal year 2008 through fiscal year 2011 in order to support
the Water System, specifically addressing the continuation of the multi-year capital improvement
program to meet regulatory requirements and upgrade the water infrastructure. From fiscal year
2008 through fiscal year 2011, it was anticipated that approximately $5 85 million in capital
improvement projects would be undertaken by the Water Department. The funding for the
proposed capital program was to be supported by two public bond offerings (the first to be in
early fiscal year 2008), with the corresponding debt service to be addressed by the additional
revenue generaied from the proposed water rate increases. A large majority of the proposed
capital improvement projects, approximately 82%6, were either identified or were directly related
to projects identified in a Compliance Order from the State of California Department of Public
Health (formerly the Department of Health Services). The Compliance Order, stemming from a
compliance agreement between the City of San Diego and the State of California Department of
Public Health (DPH) entered into in 1994, identified a list of projects the City must complete to
correct operational deficiencies, stated the need to begin needed capital improvements, and

required the development of a corresponding fundlng plan for these identified capital
improvements. : '

Upon review of the Study and assuring the compliance with proper noticing requirements, the
City Council approved the proposed series of four consecutive annual six and a half percent
increases to water rates. The first approved water rate increase went into effect on July 1, 2007.

As the City still lacked audited financial statements, the bond issuance anticipated in early fiscal
year 2008 was delayed until February 2008. On February 19, 2008, the City Council approved
actions leading to the issuance of $150 million of privately placed notes (the 2008A Notes). The
proceeds from the 2008 A Notes are being used for a variety of capital improvements to the City's
Water System to: continue compliance with the DPH Compliance Order — Amendment 11, meet
Environmental Protection Agency (EPA) requirements for enhanced drinking water treatment
systems, improve the reliability of the water system, repair or replace aged infrastructure, and
increase the capacity of the system. The most recent quarterly update report to the DPH is
attached (Attachment 1). Based upon construction cost estimates and construction schedules, the
2008 A Notes proceeds are anticipated to be exhausted by May 2009. Project expenses after May
2009 will need to be funded entirely with cash if additional debt financing is not available.
Affected projects would include the completion of enhancements to the Alvarado Water



000431

Treatment Plant, Otay Water Treatment Plant, Miramar Treatment Plant, Water Main
Replacements, and various other improvements to the water system.

DISCUSSION:

Prior to FY 2009, the City was not able to access the public bond market due to a suspended
credit rating and lack of current audited financial statements. However, as the City has worked
diligently on becoming current with their audited financial statements, the City released audited
financial statements through Fiscal Year 2007 and had their credit ratings reinstated. As such, in
early 2009, the City anticipates re-entering the public bond market with the Public Facilities -
Financing Authority of the City of San Diego Water Revenue Bonds, Refunding Series 2009A
(the “Series 2009A Bonds™). The Series 2009A Bonds will refund the $57 million in outstanding
privately placed short-term notes (the 2007A Notes) which were issued as the City endeavored to

continue the Water Capital Improvement Program while the City was unable to access the public
bond market.

As previously mentioned, in February 2008, the City issued the 2008 A Notes to continue the
Water Capital Improvement Program. Based on construction cost estimates and construction
schedules, it is projected that by June 2009, the Water Department will reach a point where it
will be unable to continue ongoing projects or unable to initiate new projects without additional
financing proceeds being available. At that point, the Water Department will be in jeopardy of
falling out of compliance with the DPH Compliance Order. Therefore, the Water Department is
requesting the proposed public financing in an estimated amount of $329 million to: (1) refund
the $150 million in outstanding 2008 A, (2) fund the required debt service reserve fund and pay
cost of issuance expenses associated with the 2009B Bonds, and (3) fund $150 million in
anticipated Water System Capital Improvements Program needs through June 2010.

The anticipated projects, the project types, and the justification for inclusion to the list of capital
improvement projects anticipated to receive proceeds from the 2009B Bonds are listed in
Attachment 2. From the listed projects in Attachment 2, 16 projects, encompassing
approximately 86% of the anticipated proceeds or approximately $129 million, aré either
required by or related to the DPH Compliance Order. :

In order to continue the improvements to the Water System required by the DPH Compliance
Order and to address the capital improvements which supported the justification for the water
rate increases approved in 2007, additional debt financing 1s required. The Water Department
estimates that Water Department capital improvement expenditures for FY 2009 through FY
2011 will total approximately $489 million. Financing for this program is expected to come from
usage of the proceeds from the 2008 A Notes, the proposed 2009B Bonds, and a subsequent long
term bond issue in FY 2011. The approved four consecutive annual water rate increases, from
FY 2008 through FY 2011, already reflect the anticipated debt service that will be associated
with these bond issuances.

Engmeenng and Financial Feasibility Study

In anticipation of the 2009A Bonds, the Water Department contracted with Camp, Dresser &
McKee (CDM), an engineering consultant firm, to conduct an Engineering and Financial
Feasibility Report (Attachment 3). The purpose of this report is for an independent review of the

 feasibility of the planned bond issuances. CDM conducted a review and evaluation of the Water
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Department’s capital improvement program, an institutional analysis, a review and evaluation of
the operation and maintenance policies and programs, and a detailed review of the projected
revenues and expenses of the Water Department for fiscal years 2008 through 2013. Based on
their findings, CDM concluded that based on the financial projections presented in their report,
the Water Department would be able to adequately finance the five-year CIP, meet all cash
requirements of the Water System, and comply with all debt service coverage requirements
during the study period.

FISCAL CONSIDERATIONS:
Debt service for the 2009B Bonds is estimated at approximately $25.7 million per year which

will be paid from the previously approved four consecutive annual water rate increases that went
into effect on July 1, 2007. -

PREVIQUS COUNCIL and/or COMMITTEE ACTION
None.

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:
None.

KEY STAKEHOLDERS AND PROJECTED IMPACTS: Residents of San Diego will see
continued improvements to that the Water System and on—gomg compliance with the State
Department of Public Health Compliance Order.

—?m\ ;0/ /cﬂr
J. M Bigrett

. Director of Public Utilities

Attachments: (1) DPH Quarterly Status Report, dated August 18, 2008
(2) Projects to be funded with proceeds from 2009B Bonds
(3) Report on the Engineering and Financial Feasibility Study — Revenue
Bonds Series 2009 :
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THE CiTY OF SAN DIEGO

August 18, 2008 -

Mr. Sean Sterchi, P:E.

District Engineer '

California Department of Public Health
1350 Front Street, Room 2050

San Diego, CA 92101

Dear Mr Sterchi:

Subject: California Department of Public Health Status Report
for the Period Ending June 30, 2008 '

The ‘Water Department’s Quarterly Status Report pertammg to the California Department of
~ Public Health (CDPH) Compliance Order is enclosed.

Weare p'if:ased 1o Teport that our Capital Improvement Program has made significant progress 1o
meet the requirements of the Compliance Order issued by CDPH. In this quarter, we have
completed the following items:

_ No. 85 for Rancho Pefiasquitos - The City shall begin construction of the Rancho Pefiasquitos
(formerly Rancho Bernardo) Pump Station by January 31, 2008 (Completed).

No. 88 for Miramar WTP Contract A - The City shall complete construction of the Miramar
~ Water Treatment Plant Contract A (consisting of construction of Pre-Treatment Facilities,
Filtration Facilities, Chemical Facilities, Ozone Contactors, and Administration Building and
demolition of Flocculation and Sedimentation Basin No. 4) by June 30, 2008 (Completed). -

No. 91 for Miramar WTP Contract C - The City shall start construction of the Miramar Water
Treatment Plant Contract C (consisting of Ozone equipment) by June 30, 2008 (Completed).

No. 93 for Otay 2™ Pipeline - The City shall begin constniction of the Otay 2™ Pipeline, along
54‘?‘ Street, between E] Cajon Boulevard and Redwood Street, by March 31, 2008 (Completed).

No. 95 for Alvarado WTP - The City shall start construction of the Alvarado Water Treatment
Plant ozone equipment by June 30, 2008 (Completed).

~In addition, the City has awarded contracts for construction of approximately 21.86 miles of cast
pipe replacement which met the CDPH annual goal of at least 10 miles of water main
- replacement per fiscal year (No. 73).

Water Department Director
600 B Street, Suite 400 @ San Diego, CA 97101
(619) 5337555 (Te) » (619) 5337593 (Fax) @
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Mr. Sean Sterchi, P.E.
August 18, 2008
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If we can be of further assistance, please call Hooman Partow at (619) 533-7570. -

Sinéerely,

Director of Public Utilities
HP/vth

Enclosﬁre: DPH Quarterly Rc_epbrt ,
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Mr. Sean Sterchi, P.E.
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bee:  Alex Ruiz, Assistant Director

Marsi Steirer, Deputy Director
Mike Bresnahan, Deputy Director
Hooman Partow, Program Manager
Jennifer Casamassima, Program Manager
Dana Chapin, Water Production Superintendent
Amy Dorman, Senior Engineer-Civil-
-Vien Hong, Associate Engineer-Civil
RMSD21.8
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Water Department

Capital Improvements Program

Status Report as of June 30, 2008

Department of Public Health Sanitary Survey

Department of-].’u'blic Health Cdmpliance Agreement, No. 04-14-96-22 (Aﬁieﬁdment No. 11)

Department of Public Health: Compliance Item No. 03

Scope of Work: Submit quarterly reports.

Current Status: On scheduie.

DPH Mandate: At least quarterly, the City shall submit a progress report on the
status of each item in the compliance order. A meeting with the
Department may be substituted for a progress report.

Open Status

Since Last Report

-1—
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Open Status

Since Last Report
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Open Status
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DPH Mandate:

Scope of Work:

Current Status:

Department of Public Health: Compliance Item No. 08, 12 & 14

Ttem 08: . = The City shall submit the drawings for rehabilitation
‘work on the Rancho Bernardo Concrete Reservoir by
June 30, 2006 _
Item 12: The City shall begin rehabilitation of the Rancho
7 Bernardo Concrete Reservoir by July 31, 2007.
Item 14: . The City shall complete construction of the Rancho
Bernardo Concrete Reservoir by December 31, 2008.

‘Removal of damaged coating from most concrete surfaces, repair

spalled concrete, demolish and replace the reservoir roof, remove .
the éxisting liner from floor and walls and replace with 86,000
square feet of Hypalon liner and geotech material. '

Item 0_8: _ Completed.
Item 12: Completed,
Ttem 14: On Schedule,

Legend:

Open Status Since Last Report

4
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Legend:

DPH Mandate:

Scope of Work:

Current Status:

Departmeht of Public Health : Compliance Item No. 37

The City shall do everything within its power to optimize treatment at
all of the City’s water treatment plants, in order to produce an
effluent turbidity goal of 0.1 NTU in 95% of the sample required
every four hours, determined on a monthly basis.

Improve operation of water treatment plants.

During the second guarter of calendar vear 2008, the Alvarado and
Otay treatment plants met the goal of 0.1 NTU in 95% of the samples

-required every four hours. This was accomplished by optlmlzatmn of

plant treatment processes.

The Miramar WTP effluent turbidity met the goal of 0.1 NTU in 95%
samples required everv four hours for the month of April and May.
For the month of June, 95% effluent turbidity samples were below
0.15 NTU because the caustic soda application point was switched to
the clearwell inlet structure. The turbidities were then reduced by

reverting the application point back to pre-filters. In addmon& WTP

hicher settled water turhidifies weors rogolvad hy insrnacine

ey AARAA uaum_;
coagulants {ferric and cationic polvmer), Miramar WPT was then
able to maintain a 0.1 NTU.
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Department of Public Health: Compliance Item No. 73

DPH Mandate: The City shall award contracts for construction of at least 10 miles
: ' of water main replacement per fiscal year, starting July 1, 1998.

Scope of Work: Replace deteriorating cast iron pipe.

Current Status: The City has increased the cast iron water main replacement
program to award 15 miles for fiscal year 2008 and 20 miles for
fiscal years 2009 through 2011.

Note: NTP’s for miles of replacement pipe were issued as follows:
: ' « July 1, 1998 through June 30, 1999 - 14.39 miles
« July 1, 1999 through June 30, 2000 - 33.15 miles
» July 1, 2000 through June 30,2001 - 4.53 miles
o July 1, 2001 through June 30, 2002 - 16.30 miles
« July 1, 2002 through June 30, 2003 - 8.16 miles

1

« July 1, 2003 through June 390, 2004 - 10.60 miles
e July 1, 2004 through June 30, 2005 - 1.84 miles
 July 1, 2005 through June 30, 2006 -~ 1.14 miles
. July 1 2006 through June 30,2007 - 1.04 mﬂes

Legend:
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DPH Mandate:

Scope of Work:

Current Status:

Department of Public Health: Compliance Item No. 74

Every six months, the City shall submit evidence of adequate

progress toward compliance with item number 73.
Submit semi-annual reports.

Report issued December 31, 1998.
Report issued July 1, 1999.
Report issued December 31, 1999,
Report issued June 30, 2000.
Report issued December 31, 2000,
Report issued March 31, 2001.

- Report issued June 30, 2001,

Report issued January 22, 2002.

‘ Report issued June 30, 2002,

Report issued February 18, 2003.

Report issued Angust 6, 2003.

Report issued February 3,2004.

Report issued August, 2004.

Update letter issued to DPH on December 3, 2004.
Report issued July, 2005.

- Report issued January 12, 2006.

Report issued August Z, 2006.
Report issued January 29, 2007.

. Report issued April 30, 2007.

Report issued November 1, 2007.
Report issued June 5. 2008.

Legend:
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DPH Mandate:

Current Status:

Department of Public Health: Compliance Item No. 76.

The City shall not supply recycled water within their service area,
until the City’s cross-connection control program is determined to
be in compliance with state regulations, in all areas of the City that
will be served by recycled water, “In compliance with state
regulations” means the City continues implementing the six
required elements of a cross-connection control program required
by Section 7584, Group 4, Chapter 5, Title 17, California Code of
Regulations. Nothing in this directive shall be construed to alter or
delay the construction of water reclamation facilities.

The inspectors have been proactive in conducting random
inspections of recycled water user sites to ensure public health is
maintained. During the second guarter of 2008, seven (7), random
inspections of recycled water user sites were completed.

In June 2008. the City of San Diego updated the Rules and
Regulations manual for Recvcled Water Use. The new manual will
be posted on the Citv’s web site as well as mailed to current
recvcled water customers. -

The City of San Diego Mimicipal Code (Chapter 6,' Article 4,
Division 8 Water Reclamation & Ocean Monitoring) currently

" includes a water reclamation policy that is “consistent with iegal
. requirements, preservation of public health, safety and welfare, and

the environment.” The language, within the municipal code specific
to on-site use of recycled water, is in the process of being updated.

The revised language is subject to review and approval by the City
Council.

City continues implementing the six required elements of a cross-
connection contrel program required by Section 7584, Group 4,

" Chapter 5, Title 17, California Code of Regulations. This section of

Title 17 states “The water supplier shall protect the public water
supply from contamination by implementation of a cross-
connection control program.” The water supplier’s cross-
connection control program shall address the requirements of
Sections 7585 through 7605 including, but not limited to the
following elements:

Legend:

Open Status Since Last Report
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Legend:

Department of Public Health Compliance Item No. 76 cont.

(a) Adoptlon of the operating rules or ordinances to implement the

cross-connection program - the City of San Diego has in place the
Water Department Instruction DI 55.21 “Policy on Cross Connections
and Backflow Prevention” as well as City of San Diego Municipal
Code (MC) Chapter IV, ‘Article 4, Section 44.0114 (Cross Connections
with Water Supply Prohibited) and Chapter VI, ‘Article 7, Section

67.0202 (Regulation of Water System-Size-and Location of Service
Connection).

 (b) Conducting surveys to identify water user premises where Cross-

connections are likely to occur - the City of San Diego maintains an
ongoing survey program, to date over 57,000 facilities have been

- surveyed as part of the Cross-Connection Program.

(c) Provisions of backflow protection by the water user at the user’s
connection or within the user’s premises - the City of San Diego’s .
Cross Connection Control Program maintains annual testing
documentation of over 22,000 meter protection backflow devices.

(d) Provisions of at least one person trained in cross-connection
control to carry out the cross-connection program - the City of San -
Diego’s Cross-Connection Control Program has seven Cross
Connection Control Specialist at this time,

(e) Establishment of a procedure or system for testing backflow
preventers - the City of San Diego’s Water Department, Department
Instruction 55.21 ¢ Policy on Cross Connections-and Backflow
Prevention” outlines these procedures.

(f) Maintenance of records of locations, test and repairs of backflow
preventers - the City of San Diego’s Cross Connection Control
Program maintains two software programs (XC2, SWIM) to track
annual notifications of test required, annual test results of devices
tested as well as device locations and repair information.

Open Status 7 Since Last Report
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{1 DPH Mandate:

Current Status:

Department of Public Health: Compliance Item No. 77

To ensure that there are no cross-connections between the reclaimed
water piping and the potable water piping, a shutdown test must be
performed by WUD and witnessed by the San Diego County
Environmental Health Department or DWFOB, prior to delivery of
any reclaimed water to any use site, and every four years thereafter.

Annually, the potable water purveyor must visually inspect the site

and review any changes in piping with the user supervisor.

For the year 2008, a total of three hundred and fourteen (314) - -
recycled water meters are scheduled for Annual Inspections and one
hundred and twelve (112) meters are scheduled for Quadrennial
Shutdown tests. As of June 30. 2008. one hundred sixty (160)
annual inspections and seventeen (17} Quadrennial Shutdown tests
have been completed. : ‘

.| DPH Mandate;

Current Status:

Legend:

Department of Public Health: Compliance Item No. 78 o “

Each recycled water use site must have an adequately trained user
supervisor in order to control the on-site piping and prevent any
cross connections. The user supervisor must keep as-built plans up
to date and on the site. : '

Each site has its own site supervisor who completed the “Recycled
Water Site Supervisor Training” provided by the San Diego County
Water Authority. The Water Department maintains a recycled
water customer database that includes the site supervisor -
information. The information on this list is confirmed or updated

_ after thé completion of each inspection. Before a site is switched
from potable to reclaimed water service, a shutdown test is .
_conducted and witnessed by DEH and/or DPH. In addition, the City

of San Diego Water Department maintains site As-Built for records
and references of any inspection requirements.

The City recently completed development of a Site Supervisor
Certification course to be provided to customers on a quarterly
basis or more frequentlv if needed. Citv of San Diego customers will
have the option of attending either the CWA or City sponsored -
course. The first City sponsored session will be on August 12, 2008.
DPH approved the Citv course and certification process.

Open Status - Since Last Report
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D epartments

Department of Public Health: Compliance Item No. 86

DPH Mandate: The City‘s_hall end construction 6_1' the Rancho Peiiasquitos
‘(formerly Rancho Bernardo) Pump Station by January 31, 2010.

Scope of Work: Provide additional pumping capacity to meet current and projected |
o ' demand in the Rancho Bernardo 793 zone.

Current Status: = End of constructnon is delayed due to delay of construction start.

‘The constrnctlon is anticipated to complete by the end of February
2010.

his gprngec%tﬂs rpartio athemxpans1ﬁn
: ﬁT Y Bl i
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Department of Public Health: Compliance Item No. 90

DPH Mandate: The City shall complete construction of the Miramar Water
' Treatment Plant Contract B (consisting of three Flocculation and
Sedimentation Basins, demolition of Flocculation and
Sedimentation Basin No. 3 and rehabilitation of the operations
building) by March 31, 2010.

Scope of Work:  This project is part of the expansion of Miramar Water Treatment
Plant from 140 MGD to 215 MGD.

Current Status: On Schedule.

Legend: Open Status Since Last Report
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Department of Public Health: Compliance Item No. 92

DPH Mandate: The City shall complete construction of the Miramar Water
- Treatment Plant Contract C (consmtmg of Ozone equipment) by
March 31, 2010.

Scope of Work:  This project is part of the expansnon of Miramar Water Treatment
' " Plant from 140 MGD to 215 MGD.

Current Status:  On Schedule.

Legend: Open Status Since Last Report
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bPH Mandate:

Scope of Work:

Current Status:

Department of Public Health: Compliance Item No. 94

The City shall complete construction of the Otay 2nd Pipeline,
between El Cajon Boulevard and Redwood Street, by March 31,
2010. . '

Replace deteriorating cast iron pipe and increase capacity to meet
current and projected demands.

On Schedule.

i I""‘!uw:m ey
il

L
V ]
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DPH Mandate:

Scope of Work:

Current Status:

~ Legend:

Department of Public Health: Compliance Item No. 96

The City shall complete construction of the Alvarade Water
Treatment Plant ozone equipment by December 31, 2010.

-This is part of the expansion program to increase capacity of the

Alvarado WTP from 120 MGD to 200 MGD. This item requires
ozone disinfection as part of the expansion.

On Schedule.

Open Status Since Last Report
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DPH Mandate:

Scope of Work:

Current Status:

Department of Public Health: Compliance Jtem No, 97

" The City shall begin the rehabilitation of the Otay Water

Treatment Plant Phases I and I1, by September 30, 2008.

Construct a new flocculation and sedimentation basin, -
improvements to the existing sixteen (16) filters, and install a

‘chlorine dioxide primary disinfectant.

On Schedule.

DPH Mandate:

Scope of Work:

Current Status:

Department of Public Health: Co-mpliance Item No. 98

The City shall complete the rehabilitation of the Otay Water
Treatment Plant Phases I and I, by December 31, 2010..

Construct a new flocculation and sedimentation basin,

- improvements to the existing sixteen (16) filters, and install a

chiorine dioxide primary disinfectant.

On Schedule, A

DPH Mandate: .

Scope of Work:

Current Status:

Legend:

Department of Public Health: Compliance Item No. 99

The City shall begin the Alvarado Water Treatment Plant Phase
IIT (Rehabilitation of the old Flocculation and Sedimentation
Basins) by December 31, 2010,

) Rehabilitaﬁon of the Alvarado Water Treatment Plant old
Flocculation and Sedimentation Basins I and I1.

On Schedule.

Open Status Since Last Report
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Department of Public Health: Compliance Item No. 100

DPH Mandate: . The City shall complete the Alvarado Water Treatment Plant
: Phase ITI (Rehabilitation of the old Flocculation and
Sedimentation Basins) by June 30, 2012.

.| Scope of Work: Rehabilitation of the Alvarado Water Treatment Plant old
Flocculation and Sedimentation Basins I and I1.

Current Status: On Schedule.

Legend:

Open Status Since Last Report
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ATTACHMENT 2

2009B COMPONENTS OF PROJECT

1 . Anticipated
cip I— . ) Justification for inclusion to the
Number Project Title Project Type 20098 Components amo;:‘r':cz;jgoma
_ : : EPA goal of 50% beneficial use of
709420 Annual Allocation - Pooled Contingencies - RWDS  Reclaimed Pipelines Reclaimed Water , $417 533
- EPA goal of 50% beneficial use of
709480  Annual Allocation - Reclaimed Water Extension Reclaimed Pipelines Reclaimed Water $470,122
730240  Annual Allocation - Freeway Relocations Pipelines CALTRANS Related $43,503
730830  Annual Allocations - Water Main Replacements Pipelines CDPH Requirement - $41,150,453
e Operational Requirement of Water ‘
733100 Annual Allocations - Corrosion Control Miscellanecus Swstem $87,014
733310 Annual Allocations - Pooled Contingencies -
- Water Miscellaneous CDPH Related Requirement $6,090,836
o Operational Requirement of Water
733610 Annual Aliocations - Meter Boxes Miscellaneous System $435,063
’ : Operational Requwement ‘of Water
739000 Annual Allocations - Pressure Reducing Stations”  Misceilaneous System $240,000
‘ Operational Requirement of Water
749250  Annual Allocations - Dams and Reservoirs Storage Facility System $217 526
709107 Miramar Pipeiine Monitoring Pipelines CDPH Requirement _ $474,045
‘ - EFA goal of 50% beneficial use of
700545 Carmel Valley Reclaimed Water Pipeline Reclaimed Pipelines Reclaimed Water : $3,653,541
EPA goal of 50% beneficial use of
709548 Los Penasquitos Canyon RW Project Recfaimed Pipelines Reclaimed Water ' _ $2,616,775
: ' : EFA goal of 50% benefucual use of’ ,
709553 Pacific Highlands RWP - Participation Agreement  Reclaimed Pipelines Reclaimed Water ’ $70,776
. ) i EF'A goal of 50% beneficial use  of
709555 Caming Del Sur RWP - E&CP Reclaimed Pipelines -Reclaimed Water $516,882
‘ ‘ ' , . EFA goal of 50% beneficial use of . :
709556 Camino del Sur Recycled Water Pipeline Reclaimed Pipelines Reclaimed Water $844 892
708570 Harbor Drive Pipeline Pipelines CLPH Related Requirement $220,667
730285 Caltrans - 1905 Project Pipelines CALTRANS. Related . $1,054
730287 Caltrans-El Monte-Route 67 Project Pipelines CALTRANS Related $35,940
730290 Caltrans Carroll Canyon and I-15 Reclalmed _ _' ' '
Water . Pipelines CALTRANS Related - . $546
Operational Reqmrement of Water ‘
732480 Pomerado Pipeline No. 2 Pipelines Sy-,tem $9,335

537000



732621
732623
732843

732844
732845

732846
' 732850
732852
73.2866
732868

733140

733170
733420
733430
739101
739103
749256
749755
759310
759324
759329

999999

Alvarado WTP-Ozone Improvemeﬁt VWater Treatment Plant CDPH Requirermnent $21,041,863 -
Alvarado WTP Rehab Floc/Sed Basin Phase 3 Water Treatment Plant CDPH Related Requirement. $17,925,950
Miramar WTP SDFCF 24, 25, 26 - Water Treatment Plant CDPH Related Requirement $930,633
Miramar WTP Contract B - Floc/Sed Basin Water Treatment Plant CDPH Requirement $14,158,870
Miramar WTP Contract D - Landscape & Site S
Improvement Water Treatment Plant CODPH Related Requirement $22,364
Miramar WTP Contract C - Ozone Equip/Install Water Treatment Plant CDPH Requirement $8,946,011
Otay WTP Upgrade Phase 1 (Flocc/Sed Basin & _ :
Reh) ‘ Water Treatrment Plant CDPH Requirement $6,941,786
Otay WTP Upgrade Phase 2 Water Treatment Plant CDPH Requirement $4,101,343
Otay 2nd Pipeline - Cast Iron Replacement Phase .Pipelines CDFH Requirement $2,797,064
Otay 2nd Pipeline - North Encanto Replacement Pipelines CDPH Related Requirement $188,054
SD 17 Flow Control Facility (Alvarado) Security Grant Funded _ $8,366,922
- _ : Operational Requirement of Water
Barrett Reservoir Outlet Tower Upgrade Storage Facility System _ $4,133
Rancho Penasquitos Pump Station Pumb Station CDPH Requirement $4,245,056
Lower Otay Reservoir - Emergency Outlet
Improvement : S Storage Facility CDPH Related Requirement $139,042
Fault Crossing Retrofits to Large Pipelines Pipelines (Srant Funded $235,744
Landslide/Liquefaction Pipeline Mitigation Pipelines 3rant Funded - $297,197
_ Operational Requirement of Water .
San Carlos Reservoir Interior Enhancement Storage Facility System ' $394,860
’ . (Operational Requirement of Water :
Lake Hodges Dam Modification Storage Facility System $31,070
Water Dept. Security Upgrades Security Grant Funded $415,356
San Pasqual Brackish Groundwater Desalination ‘
Demo - Groundwater L.ong-Range WRP Goal $257,658
Groundwater Pilot Production Wells Groundwater Long-Range WRP Goal $867,322
_ Operational Requirement of Water '
Duizura Conduit Concrete Covers Miscellaneous Siystem 305,200
- ‘GRAND TOTAL.

. $150,000,000

937000
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Executive Summary

CDM has prepared this Engineering and Financial Feasibility report at the request of
the City of San Diego Water Department in connection with the proposed issuance of
approximately $400.4 million of Revenue Bonds, Series 2009 A and B. The total

-amount of bonds issued may increase should refunding of a portion or all of the

outstanding 1998 Revenue Bonds be economically feasible. For purposes of this
report such refunding has not been included.

Study Methodology

The City of San Diego Water Department provided extensive documentation
related to Department budget, operations, capital planning, water supply planning,
and staffing. In addition, CDM conducted interviews with Department operations,

engineering and management staff to review operation and capital planning
processes. ‘ ' :

Physical inspections of a sample of above groﬁnd reservoirs, pump stations,
treatment plants and facilities were conducted to review physical condition and
operating practices. : ' ' '

CDM has examined the financial operations of the Department through reviews of
financial reports, operating and capital budgets, financial models, and other -
statistical and financial information, and through discussions with the
Department’s financial staff. We have performed independent financial tests and
analyses necessary to su}iport our findings and opinions.

The results of our investigations and analyses are presented in this report, with
separate sections describing principal assumptions, organization, regulatory issues,
water system infrastructure, operations and maintenance, planned capital
improvements, water system financing, and the additional bonds coverage test.

Organization

The City of San Diego Water Department operates under the authority of the City
and its elected mayor and City Council. The Water Department Service Area
includes the City of San Diego and other wholesale customers {California-
American Water Company, City of Del Mar, Santa Fe Irrigation District, San
Dieguito Water District).

Key management personnel have the necessary qualifications and experience to
effectively manage the operations of the Water Department and assure timely
implementation of the Capital Improvement Program (“CIP”).

The Water Department is operated under an enterprise fund, which meets the
budgetary, auditing, cost accounting and other financial needs of the Water

QOctober 3, 2008 ES-1
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Executive Summary

Department. All connection fee proceeds are restricted to growth-related project
expenditures and maintained in a separate account.

Water System Infrastructure

The Water Department is responsible for the construction, operation and
maintenance of water treatment plants, reservoirs, pump stations and pipelines
within its service area. These facilities include 3 treatment plants, 9 raw water
reservoirs, 32 treated water reservoirs, 49 pumpmg stations, and 3,460 miles of
plpe].me :

The City has not been able to access the public municipal bond market for several
years, but the Water Department capital program has continued. The planning and

- design efforts have progressed so that projects would be ready to go to bid and

- construction when bond funds became available. Moreover, essential project

construction has not been postponed, as funding on a cash “pay-go” basis, and
short-term notes, have been used for project construction costs.

The Water Department’s capital planning process includes “big picture” strategic
planning that considers the impacts of regulations, growth, and rehabilitation and
replacement in the development and prioritization of projects for the capital
program. While projects related to regulatory requirements have the highest
priority, projects for rehabilitation and replacement of aged infrastructure are also -

included. Work to prepare an updated master plan for water facilities will begin by
the end of 2008.

Field ihspecﬁons of a representative sampling of the City’s facilities were
conducted in July 2008, utilizing a ranking system of 1 to 3.

The City has been working closely with the California Department of Public Health
(CDPH) for a number of years to bring the water utility system into compliance
with current CDPH requirements, and is in a position to evaluate and address
potential impacts that may arise with future regulations. The current CIP list gives
high priority to projects that address regulatory compliance issues.

Water System Financing

The Water Department CIP has been developed using a capital project
prioritization process that has been adopted by the City Council. This policy
establishes an objective process for ranking CIP projects to have a basis for
choosing the most compelling projects for implementation. The following
prioritization factors are listed in order of importance:

o Health and Safety Effects

o Regulatory or Mandated Requirements
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o Implications of Deferring the Project

o Annual Recurring Cost or Increased Longevity of the Capital Asset
o Community Investment .

o Easeof Implémentation

o Project Cost and Grant Funding Opportunity

o Projéct Readiness

The proposed CIP for the study period of FY 09 through FY 13 totals some $724

- million, including over $207 million for treatment plant projects, $280 million for

pipeline projects and $237 million for other projects.

‘The Department plans to fund 80 percent of project expenditures with bond funds,

with the remainder funded from net operating revenues on a pay-as-you-go basis.

Currently, the 273,000 customer accounts serve approximately 1.3 million residents,
along with businesses and institutions. Population growth is projectad at about1

" percent per year while water demands are less due to increasing water

conservabion practices.

An estimated 15 percent voluntary reduction in water demand has been projected
for FY 09 and FY 10 in response to a Stage 1 Voluntary Compliance Water Watch

declared in July 2008 by the City due to the shortages in regmnal and imported
water supplies. .

Water Department revenues are derived principally from water service charges and
impact fees on new connections. In February 2007, the City adopted a series of 6.5
percent rate increases to be implemented annually through 2011. In addition, in
November, the City Council will be requested to approve a rate increase to recover
revenue in the amount of the increased water wholesale purchase costs from the
County Water Authority which will become effective in January 2009,

Furthermore, the City Council will be requested to approve a temporary rate
increase to support the Indirect Potable Reuse Pilot Project (IPR).

The Water Department maintains a financial planning model (rate case) that
identifies rate and fee adjustments requ:.red for the long-term sustainable funding
of operations and the capital program while maintaining financial reserve fund
target levels and complying with all bond covenants.

The cash flow analysis of projected revenue and revenue requirements presented in

Table 4-9 of the report shows that projected revenues, including approved service
charges and bond proceeds, will be sufficient to adequately and sustainably operate
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and maintain the Water System, maintain or exceed all targeted reserve levels, pay
existing and proposed debt service, comply with existing bond covenants, and
provide cash from net operating revenues for CIP project expenditures.

» As demonstrated in Table 4-10, the Water Department expects to remain in full
compliance with its bond covenants for existing and projected debt service
coverage over the projection period. Based on the enacted water rates to be
effective in FY 09, FY 10 and FY 11, the annual debt service coverage for all senior -
debt will exceed 284 percent. Moreover, aggregate debt service coverage on

existing bonds, after the refmancmg of $207 million in private placement notes, will
exceed 157 percent.

Opinions

» Based on the engineering and financial studies performed related to the System, we
believe that the Water Department’s organizational structure, planned CIP, and
financing plans are sound for purposes of ensuring reliable service and for

repaying the bonded debt service on all ex1stmg and proposed bonds during the
projection period. :

» Correspondence with the California Department of Fublic Health (CDFIT) was
compared to the proposed CIP listing to confirm that outstanding compliance
issues which would be remediated by capital construction were included within

- planned projects. Project progress is within the compliance schedule set by CDPH.

No other compliance or regulatory issues were xdenhﬁed during the term of this
study. :

m Estimates of project-costs for the planning period are reasonable and include
allowances for contingencies and inflation. Moreover, it is our opinion that the
projects can be completed as scheduled. While the City’s centralized Engineering
and Capital Project Department has a limited one-year history of completing
projects, they have the personnel, policies and practices in place that indicate the
ability to manage and implement the proposed five-year CIP. Many of the
Department staff have a history of work with the Water Department and the new
Department has the ability to access additional staffing resources when needed as
the CIP expenditures increase.

w [tis our opinion that the Water Department’s practice of cash financing at least 20
percent of total CIP expenditures represents a reasonable balance between cash and
debt financing of capital improvement needs for the System. Moreover, our

. evaluation of sources and uses of funds suggests that additional annual net
revenues will be available after FY 09 for cash financed “pay-go” projects’in excess
of 20 percent of the total CIP. .

m The above-ground physical facilities inspected are generally well maintained,

modern and in good condition. The projections of operating results presented in
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our report are based on reasonable pro]ectons of future revenue and expenses, and
conservative growth estimates. Unanticipated changes in conditions, such as a
worsening or long-term continuation of the existing water shortages, would only
slightly reduce the annual net revenues, as the reduction in water service revenues
would be significantly offset by reductions in the Water Department’s cost of water
purchases. The Department may, however, need to further adjust the level of
revenues, reserves and/or expenses if significant changes in conditions occur.

s Based on the financial projections and analyses presented in this report, it is our
opinion that the Water Department will be able to adequately finance the five-year -
CIP, meet all cash requirements of the Water System, and comply w1th all debt
service coverage requirements during the study period.

These summary statements do not address all of the issues examined and described in.
the full report. Accordingly, the findings and conclusions presented herein should
not be considered complete except in the context of the detailed descriptions and
information contained in the report.
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The City of San Diego Water Department (the “Water Department”) provides water
treatment and distribution services to over 1.3 million people through over 273,000
service connections. Its service area covers 403 square miles, of which 342 square
miles are within the City boundaries. The water sold by the Department is a
combination of imported supplies purchased from the San Diego County Water
Authority (“CWA”) and local water supplied by City-owned surface water. The
City’s water treatment and delivery system (“Water System™) comprises three City-
owred water treatment facilities and a water delivery system that includes 9 raw
water reservoirs, 32 treated water reservoirs, 49 pump stations and over 3,460 miles of
water lines. In addition to retail service to residences and businesses within the City,
the Water Department supplies water to wholesale customers, including: California-
American Water Company, City of Del Mar, Santa Fe Irrigation District and San
Dieguito Water District. The Water Department also distributes recycled water for
landscape irrigation to a number of customers including City and federal offices and
parks, California Department of Transportation (CALTRANS), U.S. Navy, Umversxty
of California at San Diego (UCSD) and private businesses.

Al A LA

during that time the Water Department continued to plan, design and construct
capital projects using cash and private placement note issuances for financing,.
During the 2003-2008 period, 86 projects were completed at a capital expenditure of
over $:9:> million. _ .

From 20032 o ')an ﬂ-o i {-} wrac 11 v—v:'l-\Te to acrece +"1n pnkhr bond rn:av'lrni- ”ntuowor’

To continue to operate, maintain and expand the City water facilities while remaining
in compliance with state and federal health and safety regulations, the Water
Department has identified a capital program that will bé 80 percent financed with
long-term bonds. Additional funds for the program will come from net operating
revenues (primarily service charges). Also, existing short-term notes that funded
essential projects in 2007 and 2008 will be refinanced with the proposed bond
proceeds.

Throughout this study, references to a particular fiscal year always use the end date. For
example, Fiscal Year 2007-2008 (J uly 1, 2007 through June 30, 2008) is described as FY 08.

1.1 Background

The City of San Diego incorporated in 1850 and purchased the local water company in
1901 to begin municipal water service. The City operates under a “strong mayor”
form of government, and as a depariment of the City’s Public Utilities Group, the
Water Department ulimately reports to the elected mayor and the eight-member City
Council, who are elected by district.
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In 1944, the City and other local water purveyors formed the CWA with the express
purpose of gaining access to imported water supplies as a member agency of the
Metropolitan Water District of Southern California (“MWD"). In 1947, the first MWD
water was delivered to the San Diego area. Of the 35 member CWA Board of
Directors, the City holds 10 voting positionis.

1.2 Purpose

The purpose of this study is to investigate the principal facets of the Water System
that may impact the security of the proposed bond issue, and to provide an -
independent engineering, institutional, operational and financial analysis of the
proposed bond’s feasibility for review by bond issuing agents and potential investors.
This report assesses the condition of the Water System, need for scheduled capital

improvements, and the fmanc1al feasibility of the Capital lmprovement Program
(IIC]'-'PII)

1.3 Scope

This report provides a summary of the engineering evaluation of.existing and

. planned facilities and a five-year (FY 09 - FY13) financial analysis for determining the

financial strength of the Water Department and its capability of meeting debt service
requirements on existing and proposed bonds.

The scope includes review of key issues relating to water supply and regulatory
impacts, the existing facility planning reports, field inspections of certain key water
facilities, review of water demand projections used for facility planning, review of

environmental and permitting regulatlons, and review and evaluation of the existing
CIP.

Evaluation of the financial feasibility of the proposed CIP is based upon a review of

* historical financial information provided by the Water Department, an examination of

the Water Department’s revenue and expenditure projections, and the preparation of .
cash flow analyses examining the sources and uses of funds relating to the projected
system operating and capital expenditures through FY 13. The projected level of debt
service coverage for the proposed FY 09 and future revenue bond issues are
determined and compared with the requirements of the bond coverage tests.

1.4 CDM Qualifications
CDM has prepared this engineer’s statement of bond feaSIblhty CDM is one of the

" country’s largest engineering firms specializing in water, wastewater, and solid waste,

with nearly 4,000 staff located in more than 85 offices throughout the United States.
CDM has offices along the entire west coast and is familiar with the unique
environments in which our clients operate.
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CDM has extensive experience in water and wastewater utility planning, financing,
design, and operations analysis. Our clients range from very small communities to -
large municipalities. CDM, and in particular the project staff for this study, have
extensive experience throughout California and a history of working with the City. -
CDM has prepared more than 50 engineer’s statement of bond feasibility reports over
the past decade to assist 35 separate entities issue nearly $7.5 billion in bonds. This
experience can provide stakeholders with the confidence that a thorough and effective
analysis demonstrates that the Water Department is stable, well-managed, and
capable of successful project execution and sustainable utility operations. .

1.5 Orgamzahon

As discussed earlier, the City has been in the business of prowdmg water services to

its citizens for over 100 years. During this time, the City has grown from a population

of approximately 650 persons in 1830, to 350,000 in 1950, and approximately 1.3

million in 2007. The Public Utilities Group oversees the operations of the Water.and

Metropolitan Wastewater Departments. In the City’s 2009 budget document, the

Water Department had a budget of over $533 milljon and a staff of 778 persons, The
Water Department is divided into 4 divisions as illustrated in Figure 1-1.
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The Director of Public Utilities and Water Department Assistant Director and the four
divisions and their current managers are:

m Director of Public Utilities - Jimn Barrett

Assistant Director - Water - Alex Ruiz

= Business and Support Services - Depﬁty Director - Rod Greek

Customer Services Division - Deputy Director - Mike Breshnahan

Water Operations Division - Deputy Director - Jim Fisher

'w Water Policy and Strategic Planning - Deputy Director - Marsi Steirer

In addition to these four divisions, the City has a centralized Engineering and Capital
Projects Department that provides the Water Department with a full range of
engineering and construction services. Further discussion of the institutional design
and operation of the Water Department and other services provided by the City is
discussed in Section 3.
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In the preparation of the forecast of future operations summarized in this report, we
have made certain assumptions with respect to conditions, events, and circumstances
that may occur in the future. While we believe such assumptions are reasonable and
attainable for the purpose of forecasting the Water Department’s future operations,
the actual results may differ materially from the forecast. The principal assumptions
used in the forecast of future operations are as follows: '

® In preparation of this report, we have relied-on historical, financial, and statistical
data supplied by Water Department staff. While such data is considered reliable,
we have not independently verified the accuracy of such data.

a The Water Department’s estimates of conitent, scheduling, and cost of the five-year
CIP present a projection of the future construction program. Water Department
staff is continually updating the CIP, which may result in changes in the project
costs and schedule after the publish date of this report. These changes typically are
related to updated prioritization of projects that does not materiaily affect the
financial feasibility of the proposed bonds.

m Debt service schedules for existing bonds were provided by Water Department
staff. The principal repayments on 2007 and 2008 private placement notes issued
for Water Department project expenditures will be funded from the proposed
Series 2009 Bonds. The projected debt service for the proposed Series 2009 Bonds
has been provided by Water Department staff.. As the Series 2009 Bond proceeds
will fund projects through FY 2010, this analysis also includes additional Water
Department bonds anticipated in the five-year period ending in FY 13. The
financing terms for these additional bonds were provided by Water Department

staff. The series 2009 Bonds and all additional bonds were assumed to be senior
debt. .

® An estimated four percent (4 percent) annual inflationary escalation has been used

for CIP projects based on the Engineering News Record Construction Cost Index

. most recent 10-year annual average. Operating expenses generally inflate at 4
percent per year (based upon the Consumer Price Index), except for electricity and
other utilities, which are forecasted to inflate at 8 percent per'year. After 2009,
escalations in the projected unit water supply purchase costs are not included.
These increases, when implemented by CWA, are evaluated and customarily
passed through to the City’s water customers following Proposition 218 notice and
upon approval by the City Council and Mayor. Approximately 40 percent of the
average customer water bill is for water supply costs, but projections of the unit
water purchase rates do not materially affect any findings in this analysis.

s The Water Department operating projections include the expense of improved and

expanded Water Department facilities that come on-line during the projection
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period. The Water Department receives both raw and treated water supplies from
CWA. The proportion of these two supplies delivered to the different districts in
the City is based on long-term planning criteria to minimize the citywide long-term
costs of water services. '

There are no expected material changes in federal and state laws or regulations that
would adversely impact the Water Department’s ability to secure tax-exempt
financing for the capital program, place more stringent limitations on water
quality, materially increase the cost of constructing or operating the Water System,
or otherwise adversely impact operations of the Water System. The general
economy that impacts Water System costs and user’s capabilities to pay water
service charges is expected to remain relatively stable, in spite of the slowing of the.
Southern California economy and home sales markets.

In July 2008, the City declared a Stage 1 Voluntary Compliance Water Watch, and
called for voluntary reductions in non-essential water demands. The Water
Department, as reflected in this analysis, has projected a 15 percent reduction in
typical customer demands and in the need for water supply purchases for the
projected years FY 09 and FY 10. Demands are assumed to return to normal by FY

2011,

Rate adjustments this November to pass through additional CWA water costs and
to fund the IPR pilot project will be approved and have been included in the
analyses

All revenue and revenue requirement projections presented in this report are
expressed on a cash basis identifying the sources and uses of funds, consistent with
the Water Department’s operating budgets and general industry standards for
mummpally owned and operated water utilities.
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The purpose of this section is to describe and disciiss the City’s water system. These
descriptions include discussion of the Department’s organizational structure, water
supply, regulatory issues, current system facilities, utility operations and maintenance

practices, and the capital improvement plan to rehabilitate, replace and expand the
water system infrastructure.

3.1 Background

The City has approximately 273,000 retail connections serving 1. 3 million re51dents
businesses and institutions. Citywide water facilities include three water treatment
plants, 9 raw water reservoirs, 32 treated water reservoirs, and 49 pumping stations.

The water system is managed and operated by the Water Department within the
City’s Public Utxhtles Group.

In 2007, the City Council adopted a series of four 6.5 percent water rate adjustments.
This revenue stream will support both the operation and CIP expenditures through
the projection period of this analysis. The FY2009 budget increased funding for
deferred maintenance and capital projects, and funding of the City’s general fund,
workers” compensation, and public liability reserve funds. In addition, the City has
recently issued Comprehensive Annual Financial Reports providing unqualified
external audit opinions for fiscal years 2003, 2004, 2005, 2006, and 2007. These actions
have increased financial stability of the City at large and the Water Department and
set the stage for renewed use of water revenue bond financing.

" Over the last five years, the City has purchased an average of 90 percent of its water

from the San Diego County Water Authority (“CWA"), with the remainder from local
surface and groundwater sources and the use of recycled water for irrigation. The
City projects that with increases in the sale of recycled water and consistent use of
local surface water, City purchases of CWA water could drop to around 85% of its

- water supply. Approximately 90 percent of CWA supplies are currently imported

from the Metropolitan Water District of Southern California (*“MWD"), a value that is
projected to drop significantly over the next decade. -In 2007, 230,000 acre-feet of
water was delivered to customers citywide. A 7 percent increase in this demand is
anticipated between 2007 and 2020, dnven primarily by a projected 14 percent
increase in the City’s population.

As a component of this study, we have reviewed the organizational structure and

institutional relationships of the Water Department. This review focuses primarily on
the ability of the Water Department to plan and implement capital projects.
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3.2 Orgahizational Structure/lnstilﬁtional Analysis

The Water Department and the Metropolitan Wastewater Department make up the
San Diego Public Utilities Group. The Water Department is divided up into four
divisions, which generally fall into the planning, operations and business functions
needed for management of the utility. The organization chart in Section 3 on page 1-3
provides a summary list of the program responsibilities of each division. Each of
these divisions shares a role in the implementation of the Water Department’s capital
program including service levels and facility maintenance requirements, regulatory

-compliance, project definition and prioritization, preliminary design, budgeting and

financial management. In addition to the services provided within the Water
Department, the City has recently centralized the provision of engineering services for
capital projects. The Engineering and Capital Project Department works with the
Water Department to take capital projects from the preliminary design phase to full
design, bidding and construction. Services provided by this department are
formalized through a service level agreement and coordinated regularly with Water
Department staff :

3.3 Water Policy and Strategic Planﬁing

The W:ah:r p"‘]"“" and Q*"“ﬂg}: Plar“'"g Division leads the auatEEu. and Layu.cu

project plamung efforts to provide for both water supply and the facilities needed to
distribute water to customers. City water supply planning includes consideration of
local supply development and management, and active involvement in issues related
to the imported water supply. The Water Department is responsible for facilities
planning through the preliminary design phase. Facilities planning includes .
evaluation of regulatory requirements, growth impacts and system condition.

3.3.1 Water Supply Planning

The City’s current water supply portfolio mcludes water purchased from CWA,
recycled water produced by the City, and local surface water, The City purchases
treated and untreated water from CWA. The City is one of 24 cities and water
agencies who make up the membership of the CWA. The City population is 43
percent of the total within the CWA service area, and the City has 10 of the 35
directors on the CWA Board.

Over the last five years (2003-2007), the City has purchased an average of more than
90 percent of its water from the CWA with the other supplies from City-controlled
local sources. These include surface water, recycled water and groundwater.
Successful efforts to increase local sources could reduce future CWA dehverles to the
City to approximately 85 percent within the next five years.

Since 1990, approximately 85 to 90 percent of CWA’s water supplies have been from
MWD, which imports water from the Bay-Delta area in Northern California and from
the Colorado River. In response to the Western region drought conditions, reductions
in surplus water available from the Colorado River, and pumping restrictions from
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the Bay-Delta, MWD has recently instituted reductions in delivery of agricultural
water linked to those who purchased water under a voluntary interruptible supply
and delivery of water for groundwater recharge projects. These recent reductions
have had a minimal impact on the City but depending on the resolution of the

" environmental issues in the Bay-Delta and the drought-related water shortages,

further delivery reductions may occur. Currently the City is in a Stage 1 Voluntary

‘Compliance Water Watch, and voluntary reduction in non-essential demand is

projected to reduce water consumption by 15 percent below normal levels in 2009 and
2010. -

In recent yéars, in an effort to diversify water supply sources and reduce reliance on
water from MWD, the City and CWA have both worked to expand water supply
options. CWA has developed a water transfer agreement with the Imperial Irrigation
District and a canal lining project that have resulted in the delivery of 55,000 acre-feet
(“AF”) in 2007 to the CWA supply structure. By the year 2020, these two programs
are expected to provide 267,000 AF per year. These new supplies are expected to
reduce the reliance on MWD water by at least half. Other programs that will enhance
the development of additional local water supplies inciude groundwater, recycled
water, surface water, and conservation projects. Some projects will be developed by
CWA, while others will be managed by olher agencies with partial financial support

from CWA.

The City has completed a number of plannmg efforts to identify pobentxal projects that
would increase the available water supply under the direct control of the City. These
planning efforts include:

m 1997 Strabegic Plan for Water Supply

m 2002 Long Range Water Resources Plan

n 2004 Strategic Business Plan

s 2005 Urban Water Management Plan

m 2007 Reclaimed Water Master Plan

m Drought Ordinance

= Water Facilities Master Plan (beginning Fall 2008 for the post FY2013 CIP)

The Urban Water Management Plan is developed and updated on a five-year cycle in
accordance with the requirements of the State’s Urban Water Management Planning
Act. The City has prepared plans in 1985, 1990, 1995, 2000, and 2005. The plan
demonstrates water reliability for the coming 25-year period. The plan is prepared in
conjunction with information from MWD and CWA, the primary water wholesalers
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for the City. It considers population factors, demand projections, emergency planning
and response requirements, water quality, water recycling, and drought planning.

Along with the development of water management strategies, these planning efforts
have resulted in identification of a number of potential projects that could enhance the
City’s water supply portfolio. These projects include investigation of groundwater
recharge/ storage projects, brackish water desalination projects, recycled water
production and distribution projects, and enhanced conservation programs. In
November 2007, the City Council approved the San Pasqual Ground Water
Management Plan, under which the City will identify the viability of groundwater
basin conjunctive use and storage, with state and federal funding support

Figure 3-1 below is based upon supply planning data from both the CWA and the
City, illustrating how planned programs and projects will reduce the City’s reliance
'on imported water from MWD, The figure represents all water usage including
potable and recycled, as well as water losses. Based upon reports from the Water
Department and from CWA, Water Department reliance on MWD imported water is
projected to reduce from the current levels of about 90 percent to less than 40 percent,
provided that planned local CWA and Water Department projects are implemented.

City of San Diego
Water Supply Planning
300,000
25€,000
206,000
=
= 156,000
<
10C,000
50,000
0
2007 2010 - 2015 2020
SDiocal ®mCwWAlocal BECWAMWD (import)
L
Definitions: SD Local - suiface water, recycled water and groundwater

CWA Local - |ID water transfers, canal lining transfers,

CWA MWD (Import) — Water sold to CWA by MWD (includes water from

Bay-Delta and Colorado River}
. Figure 3-1

City of San Diego Water Supply Planning
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3.3.2 Water Conservation

In addition to the conservation-oriented inclining block water rate structure in use for
residential customers, the City and the CWA have active water conservation
programs. These programs provide customer education and financial incentives for
the installation of water saving devises such as low flow toilets, water efficient clothes
washers and weather-based sprinkler controllers for irrigating large landscapes, parks
and green belts. Many of these programs provide permanent long-térm benefits. In

fact, water usage within the City is approxlmately the same today as it was in 1992
despite a 21% increase in populauon e

In response to recent water supply shortages am}ounced'by MWD and CWA, the City
has recently declared a Stage 1 Voluntary Compliance Water Watch that asks citizens
to voluntarily reduce water use. Programs such as the “Twenty-gallon Challenge”

provide information to the public on ways residential water use can be reduced to
- help the area-:manage current and potential future additional reductions in the

delivery of imported water. The City is currently updating a drought ordinance that
outlines voluntary and mandatory actions that would be taken should further water

supply restr1ct10ns occur.

™

L I .
e Mo S l\EC}’ClEQ Waier

The Water Department distributes recycled water from two City reclamation plants
{operated by Metropolitan Wastewater Department), and currently serves

approximately 400 retail and 3 wholesale customers. Approximately 8,000 AF of
recycled water was delivered in FY 07. A recycled water master plan was completed
in 2007.that is the basis for recycled water distribution projects that are included in the
CIP. - '

3.3.4 Facilities Planning

The Department’s capital project planrung has been based upon a combination of
improvements based upon regulatory requirements and system requirements as
defined in various strategic planning efforts. The Department has initiated efforts to

‘begin an update to its Water Facilities Master Plan in the fall of 2008 that will outline

the capital program and projects that will be needed during the FY10 through FY30
planning period.

3.3.5 Capital Project Execution

Capital Project Planning and Preliminary Design

The Water Department is responsible for capital project planning, prioritization,
financing, program financial management and preliminary design. Section 3.6
discusses the project prioritization process and details the current capital program
projects. Following the completion of preliminary design, project implementation is
transferred to the City Engineering and Capital Projects Department. Services are

provided via an annual service agreement, with all costs being paid from Water
Department budgets.

October 3, 2008 ’ : 3-5



000487

Section 3
Water System

- Capital Project Design, Bid and Construction

The mayor’s office has instituted an organizational review process referred to as
Business Process Reengineering (“BPR”), which has been used to improve efficiencies,
reduce the cost of City government and to enthance the services offered to City
residents. In July 2006, a study related to the provision of engineering services to City
departments ({including the water and wastewater utilities) was initiated to assess and
implement a revised organizational structure that would consolidate these services
under a single operational unit. This study was completed in April 2007;
implementation of the organizational change began during the FY08 budget planning.

The new Engineering and Capital Projects Department (“E&CP”) has been structured
to be an effective, streamlined, and centralized service department. It manages a
varying workload by adjusting to the ebb and flow of capital project demands among
all City departments with less disruption than had previously occurred within
individual departments. In addition, the E&CP is designed along the following key
recommendations of the BPR:

m Consolidate all CIP design and construction functions so that projects are delivered
in accordance with annual execution plans

Implement a uniform and objectivé ranking system to prioritize all CIP projects

Improve coordination of projects within the right of way

» Enhance the City’s asset management systems

s Operate E&CP as a matrix organization

L Enhance communications and coordinate by placing all staff within one location

In recognition of some of the unique needs of the utilities, the Water and Wastewater
departments have retained responsibility for CIP development and project planning,
program management, project financing, budget control and compliance with the rate
case plan and revenue program. In addition, O&M engineering responsibilities have
remained within the Water and Wastewater departments. As a result of this
consolidation of the City engineering operations, 25 positions were transferred from
the Water Department to the E&CP department, which has a total of 527 positions. Of
that number, approximately 140 positions are identified as assigned to the water and
wastewater service sections. In addition, the depariment provides environmental and
permitting services for the City's capital program. Services that require a specific
expertise, such as treatment plant and large diameter pipeline des1gn, utilize outside
contractors who will be managed by this department.

Each year the E&CP and Water Department develop a formal Service Level
Agreement that defines the roles and responsibilities of each party, and establishes
schedules and timelines for project implementation, communication protocols,
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performance measures and dispute resolution. As the E&CP was created recently, the
performance of its service relationship with the Water Department has not yet been

reviewed. However, given the number of defined water project positions, and E&CP'S

capability to shift work responsibilities within the large pool of engineers and
construction specialists, the department has the ability to efficiently perform its
prescribed services to the Water Department.

3.4 Regulatory Issues
3.4.1 Current Regulatory Issues

The City’s water treatment and delivery system falls under federal, state, county,
and municipal regulations. The general types of regulations which may be applied to

capital project implementation and other department operations include those listed
in Table 3-1.

Table 3-1
General Statutes, Laws, and Regulations Guiding the Water Department
Locality Statute, Law, or Regulation-
Federal Energy Policy Act

Ciean Air Act

Endangerecd Species Act

National Environmental Policy Act

National Historic Preservation Act

Federal Insecticide, Fungicide, Rodenticide Act
National Fire Protection Act1 Uniform Fire Code
Toxic Substances Control Act

Uniform Building Code

Ciean Water Act

State California Prop 65

Emergency Planning Community Right to Know Act
Hazardous Materials / Wastes

Pesticides

Pollution Prevention :

Above and Underground Fuel Storage
integrated Waste Management Act

Safe Drinking Water Act

State Drinking Water Standard

Hydrostatic and Potable Water Dlscharge Permlt
Storm Water Code Compliance

CARB Title 13

California Environmental Quality Act

County Clean Air Act — local enforcement :
Recreational Use Permits in Domestic Supply Reservoirs
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Table 3-1 {cont.) ’
General Statutes, Laws, and Regulations Guiding the Water Department

Locality. Statute, Law, or Regulation

Municipality City of San Diego General Pian & Progress Guide
: City of San Diego Historical Resources Register

Coastal Zone Development Permit

Environmental Quality Ordinance

Site Development Permit

Hazardous Material Disclosure

Noise Control

Watershed Protection

Energy Conservation

Medical Waste - -

Recycling of Construction Debris

Storm Water Code Compliance

The Operations Division maintains a detailed inventory of regulations and
requirements that relate to all aspects of the water utility operations. This data
provides information on statutes, regulating agency, areas of impact (air, water,
hazardous materials, release impacts, etc.), the functional areas that the regulation
may effect, and the implementation documentation within the department. This
information is used to monitor reporting or permitting activities as they are required
during facility planning and operation. Compliance with regulations related to

capital project design and construction is monitored by both Water Department and
E&CP staff. '

Other than the Department’s ongoing work with the CDPH, no other outstanding
regulatory issues were identified during this review.

The US EFA and State of California adopted new rulings related to surface water
treatment and water quality in the late 1980’s. In response to these regulatory
requirements and to provide water quality management for the City water supplies,
the Water Department initiated a Drinking Water Quality Improvement Program in
the late 1980's. This program and its related studies led to the development of various
capital projects at the water treatment facilities to optimize operations and to provide
ozonation as a primary disinfectant system.

Since 1994, the Department has been working closely with the CDPH to ensure that
the water treatment and distribution systems achieve compliance with CDPH
requirements. Table 3-2 lists outstanding CDPH compliance order issues and the
projects the Department is pursuing to address those issues. We have opined on
whether or not the projects use proven and reliable technology and would adequately
address the CDPH’s issues.
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The prbposed CIP includes 20 projects that are planned to respond to regulatory
concerns or requirements. These projects have a total cost of approximately $480
million over the five year capital planning period.

3.4.2 Potential Future Regulatory Issues

In the future there may be additional regulafory requlrements related to other
emerging contaminants, such as pharmaceuticals, and their potential impact on
drinking water quality. The treatment processes being implemented at the City .
treatment facilities have the potential to provide effective treatment for many of these

. issues. Therefore, based upon the City”s established -working relationship with

CDPH, the implementation of treatment plant‘improvements and the established
regulatory monitoring program in the operations division, it appears that the City has
practn:es in place that can properly respond to potential future regulatory issues.
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Table 3-2 ‘
CDPH Compliance Related Projects
Compliance Order lssue Project Name Work Description Proven & Compliance
. Adequate? Status
Rancho Bernarde CCR: reservoir Rancho The project calls for the rehabilitation of the 10-miilion gallon, Under
rehabilitation. Start by July 31, 2007 and | Bernardo trapezoidal-shaped concrete reservoir. Work will include Construction
complete by December 31, 2008 Reservoir improvements of the beam connection, repairs of the roof slab
Upgrade and columns and a seismic retrofitting to bring the reservoir up
to code compliance mandate by Water Department and State
. Department of Health Service standards. Yes
Optimize Treatment of all WTP: effluent Upgrade See project specific descriptions. See project
turbidity goal of 0.1 NTU projects at ' descriptions
. Alvarado,
Miramar and
Otay WTPs ] Yes
Water main replacement: award AA Water Main | Annual allocation for the raplacement of water mains On-going
contracts annually for construction of at Replacements throughout the City, The existing cast-iron system is either program in
least 10 miles per year approaching or has exceeded its expected life of 40 years, As place,
of 2008, breaks are occuring at the rate of approximately 100 approximately
annuafly. $40 million
planned each
Yes year in CIP
Rancho Penasquitos Pump Station Rancho Project calls for the design and construction of a new pump Under
(formerly called Rancho Bernardo). Begin | Penasquitos station and a new Del Mar'pressure reducing station near the Construction
construction by Jan 31, 2008 and Pump Station site of the existing stations. The new station will house 5 new FY2008-
complete construetion by Jan 31, 2010. vertical pumps each rated at 6000gpm and an additional pump FYy2010
can for future expansion. The Del Mar pressure reducing station .
: will be replaced with a new facility. Yes
Miramar WTP Contract B {construction of | Miramar WTP This project will expand the plant capacity from 140 mgd to 215 Under
three flocculation and sedimentation Contract B - mgd to meet water demands through 2030. The construction Construction
basis, demolition of flocculation and Floc/Sed Basin | scope of work will involve; Construction of 4 new Flocculation FY2009-
sedimentation base no. 3 and and Sedimentation basins 5, 6, 7 and 8 inclusive of associated FY2010
rehabilitation of the operations building). piping - Demolition of the twelve existing filters - Demolition of
Start construction by Mar 31, 2008 and the existing backwash water tank and associated piping -
complete by Mar 31, 2010, Demolition of the existing IFlocculation and Sedimentation
basins - Construction of 60 inch influent pipelines to New
Flocculation Basins - Construction of 108 inch & 120 inch
settled water pipelines - Yes
3-10
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Table 3-2
CDPH Compliance Related Pro]ects
Compliance Order lssue Praject Name Work Description Proven & Compliance
Adequate? Status
Miramar WTP Contract C {Ozone Miramar WTP This project consists of installation of Ozone equipment and Under
equipment). Start construction by June Contract C - Liquid Oxygen delivery and storage facilities. Three Ozone Construction
30. 2008 and end construction by Mar Qzone generators will be provided to generate ozone for supply and FY2008-
31, 2010. Equipsinstati distribution of ozonated feed gas to two pre-ozone and three FY2010 .
: settied water pzone contactors. Ongce this project is completed,
ozone will replace chlorine as the primary disinfectant. Yes
Alvarado WTP Flocculation and Alvarado WTP This project consists of rehabilitation of - In-Design
Sedimentation Basins { & il - Ph 3 Rehab Flocculation/Sedimantation Basins 1 & 2, as weil as installation Construction
rehabilitation. Start construction by Dec Fioc/Sed Basins | of Ozone pipeline from Ozone Building lhrough the exiting to begin
31, 2010 and complete by June 30, basins to the exnstlng filter, FY2011
2012. . Yes
Otay 2Znd Pipeline [-15 to 54ih street, Otay Znd This project inciudes the instaliation of approximately 1.3 miles Under
Start construction by Mar 31, 2008 and Pipeline - Cast of new 42-inch welded steel pipe in 54th Street between El Construction
complete by Mar 31, 2010. lron Cajon Blvd and Chollas Station Road which will provide a FY2009-
Replacement means to bypass 3.5 miles; of the 36-inch cast iron pipeline, FY2010
Phase located west of 54th Street, abandonment of 1200 feet of
existing 36-inch cast iron pipe. This segment includes fiow
.+ meters, pressure control valves, and connections to the Trojan,
Otay | and Il and Mid City Pipelines. Also, this project consists
of replacement of approxirnately 3000 feet of existing cast iron
pipe in 54th Street with new 16-inch PVC distribution pipelines
- that will maintain the City’s reliable source of potable water. Yes
Alvarado WTP Ozone equipment. Start Avarado WTP . | Construction of ozone disinfection and pumping facilities to Under
construction by Jun 30, 2008 and Ph 4 Ozone meet new Federal Sdfe Drinking Water requirements and State Construction
complete by Dec 31, 2010. of California Department of Health Services compliance order, FY2009-
and the associated process changes to make ozone the . FY2011
: primary water disinfectant and chlorine secondary. Yes
Otay WTP Phases  and il (construction Otay WTP The Otay WTP Upgrades Phase 1 project will construct a new Under
of new flocculation and sedimentation Upgrade Phase | flocculation and sedimentation basin and make improvements Construction
basins, make improvements to filtration 1 ' to the sixteen existing filters. The filters improvements include FY20009-
facilities, and install chlorine dioxide granular activated carbon (GAC) filtration media and providing a FY2011
facilities). Start by Sept 30, 2008 and pumped backwash system, a filter to waste system, replacing
complete by Dec 31, 2010. the filter under drains and increasing the media depth. Yes
3-11
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Table 3-2
CDPH Gompliance Related Projects. o
Compliance Order Issue Project Name Work Description Proven & Compliance
’ ) Adequate? Status
Otay WTP The Phase 2 upgrades to the Otay WTP include construction of Under
Upgrade Phase | a chlorine dioxide shaft contactor, CIO2 generation system, Construction
2 sodium chlorite tank, ferrous chleride (FeCi2) tanks and feed FY2009-
system, powder activated carbon (PAC) facilities, reservoir Fy2011
circulator units, yard piping, electrical support facilities,
instrumentation and conlrols systems, and associated site work. | Yes

QOctober 3, 2008
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3.5 Current Water System Facilities

The City’s service area covers over 400 square miles, which includes 342 square mﬂes
in the City, and serves approximately 1.3 million customers. To assess the current
condition of the water system, we performed a site evaluation of several of its key
facilities. The site evaluations involved walking through the sites and visually
observing the physical condition of several water treatment plants, water pump
stations, and reservoirs.

The City owns and operates three main water treatment plants, 9 raw water
reservoirs, 32 treated water reservoirs, and 49 pumping stations. Our inspectiéns
were limited to sites best representing the overall condition of the City's faciliies, and
a summary of the City’s facilities is provided below. A rating system of 1 to 3 was
applied to each facility visited. In conclusion, the overall ratings (detailed below)
were: Treatment Plants -- 3.0; Pump Stations -- 2.5; and Reservoirs/Standpipes - 2.0.

3.5.1 Rating System Definition

A grading system was used to evaluate the water facilities. This approach and
methodology result in standardized definitions of condition regardless of the facility
type (treatment plant, pump station or reservoir).

Durmg the assessment we established a condition grade for each of the sites
inspected. The grading system for the facilities is as follows:
Good Rating - 3

A rating of 3 implied the facility was in operation, in good working order, with all or
most of the equipment associated with the facility in good mechanical condition. A 3

- rating was given if all maintenance was being performed in accordance with

manufacturer’s recommendations, and that backup equlpment where pr0v1ded was
in good condition and ready for operation as required.

Fair Rating -- 2

-
A rating of 2 implied the facility /equipment was in operatlon and in fair mechamcal
condition. A rating of 2 was given if the equipment was nearing the end of xts useful
life, and in need of repalr or replacement. :

Poor/Out of Operahon Rating -1
A rating of 1 implied the facility /equipment was in poor condition and/or out of
service altogether.

3.5.2 Water Treatment Facilities

The City has three main water treatment plants: Alvarado, Miramar and Otay: Table
3-3 summarizes the capacity and demands of these treatment facﬂxtles In general all
three treatment facilities are in good working order.
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Table 3-3
Capacity and Demand of the City's Water Treatment Plants
Water Original Current Future Current Current Condition
Treatment Design Rated Rated Average Peak/Max Rating
Plant Capacity Capacity Capacity Demand Demand
' . {mgd) {mgd) {mgd) {1) {mgd) {mad}
Alvarado 66 150 200 89.5 116.8 3-Good
Miramar 100 140 215 88.1 135.3 3-Good
Otay 40 34.2 40 20.7- 30.5 3-Good
Total 206 324.2 455 198.3 282.6
1)Source: Water Department

Alvarado Water Treatment Plant

The Alvarado Water Treatment Plant (WTF) began operation in January 1951 with a
capacity 66 mgd. It is located adjacent to Lake Murray near the City’s border with La
Mesa. Plant capacity is 150 mgd and will be increased to 200 mgd by completion of
the Upgrade /Expansion Project.

The Alvarado WTP is rated at 3. The plant is currently under construction to include
additional ’crea’rmen’c tanks and ozonation.

 While some of the facility is older, including the flocculation tanks and filter control

consoles (upgraded, but still housed in the original cabinets), overall the facility is
very clean and well maintained. A total of five maintenance staff is responsible for
maintaining the facility, with 1&C and HHVAC maintenance performed by others. This
is a relatively small maintenance crew, so staffing may be inadequate for such a large
facility. Once the construction project is completed, it is recommended that a staffing
study be conducted to determine if additional maintenance staff is warranted. Based
on discussion with plant operators, there seems to be adequate operations staff.

A computerized maintenance management system (“CMMS") is being implemented
at Alvarado, but work orders continue to be manually generated. Maintenance staff
perform daily walkthroughs of the facility, with a daily meeting held in the morning
to review the previous day’s operation's log. While this seems to be effective, as the
facility expands, CMMS should be fully implemented. Currently, estimation of

_ equipment run time is based on calendar days. In contrast, elapsed time meters are

more effective tools for accurate scheduling of preventative maintenance.

In summary, the Alvarado WTP is in very good condition, is maintained well, and is
rated at 3.

Miramar Water Treatment Plant

The Miramar WTP began operation in 1962. The WTP is located in the Scnpps
Miramar Ranch community adjacent to Miramar Reservoir, and provides drinking
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water to an estimated 500,000 customers. The WTP's current capacity is 140 mgd and

will be increased to 215 mgd by completion of the Miramar Upgrade and Expansion
Project. '

The WTP is staffed with four maintenance staff plus a supervisor. The facility is
currently under construction to expand its capabilities to provide ozonation
disinfection treatment. The majority of the old facilities have been demolished and
replaced. New facilities include a new administration bul.ldlng, filters and
flocculation/ sedimentation basins. The completion of the current construction .
contract will have replaced everything except the distribution pump station and clear
wells. The facility is well maintained and in good working condition and has been in
continuous operation throughout the construction period. Construction on the

.current expansion-upgrade project will be complete in 2011.

CDM staff is on site at' the Miramar WTP providing design services during
construction Based on our first-hand knowledge of the plant condition and
operations, the condition of the facility is rated at 3. .

Otay Water Treatment Plant

The Otay WTP supplies one of the City’s three major water service areas, providing
up to 34 mgd of potable water to customers primarily in the southern reaches of the
City. The plant receives raw water from the Morena, Barrett and Lower Otay

. Reservoirs.

This facility is well-maintained and operated, but shows some wear with certain areas
in need of painting. It is rated at 40 mgd, but regulated to 32.4 mgd. It has 16 existing
filters, with construction underway to add an additional settling basin and to convert
from chlorine to chlorine dioxide disinfection. Other capital improvement projects are
scheduled to replace valves in the filter gallery and replace the ferric chloride tanks.

A total of four maintenance staff plus a supervisor are responsible for maintaining the
Otay WTP, which seems to be adequate. Similar to the Alvarado WTP, the
maintenance staff does not fully utilize the CMMS program. According to discussions
with the Maintenance Supervisor, most of the equipment maintenance is performed
on a repair basis. Five operators are assigned to the Otay facility, working on rotating
shifts. This seems to be an adequate number of operations staff for the plant.

" The Otay WTP condition is rated at 3.

3.5.3 Water Storage Facilities

The City’s Water System includes 9 raw water reservoirs with a total capacity of
415,936 AF and 32 treated water reservoirs/standpipes, with 29 currently in
operation. Three treated water reservoirs/standpipes were visited, and 2 additional
standpipes were discussed with City staff to assess the condition of the reservoirs.
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We did not have the opportunity to assess the level of staffing for the reservoir or
hydraulics crews. According to City staff, there are two crews of 2 to 3 people, each
responsible for checking and maintain the reservoir and standpipes. There is a four-
person hydraulics crew responsible for checking and maintaining the pressure
reducing stations and the altitude valves. Table 3-4 summarizes the capacity and
condition of these storage facilities.

Table 3-4
Water Storage Facilities Inspected

Facility Name Capacity MG Rating

College Ranch Standpipe 15 3-Good

La Jolla Country Club Reservoir 0.5 : | 2-Fair

San Carlos Reservoir 5.0 1-Poor {out of service)
Paradise Mesa Standpipe 253 _ 3-Good

Redwood Village Standpipe 2.0 : 2-Fair

" College Ranch Standpipe

The College Ranch Standpipe is rated at 3. The standpipe is currently in service, and

The standpipe altitude valve is in good condition. The cathodic protection.is also well
maintained and in good working order. The standpipe has been drained and cleaned
according to the City’s inspection schedule. During routine inspection, the tank liners
are inspected and coated as necessary. Due to low demand in thi area, some
operational problems occur due to stagnant water in the standpipe. Chlorine is
routinely fed to the standpipe to mitigate this problem.

La Jolla Country Club Reservoir

The La Jolla Country Club Reservoir is rated at 2. The reservoir is old and the roof and
liner need replacing. The overall condition of the reservoir is fair. Water quality issues
require the reservoir to be chlorinated.

San Carlos Reservoir

The San Carlos Reservoir is rated at 1, as it is leaking and out of service. The reservoir
was emptied, cleaned, and inspected for leakage. Upon refilling the reservoir, it was
discovered to still-be leaking, and has not been placed back into service. During the
visit, evidence of leaking was apparent, and a bee infestation exists at the base of the
reservoir. A project to repair this reservoir is included within the current CIP.

Paradise Mesa and Redwood Village Standpipes

We did not visit the Paradise Mesa Standpipe or the Redwood Village Standpipe, but
discussed the condition of them with a City representative. According to the City
representative, the Paradise Mesa Standpipe is in service, and in good working order.
The altitude valve and cathodic protection are in good condition. Therefore, the
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Paradise Mesa Standpipe is rated at 3. The City representative indicated that the ,
Redwood Village Standpipe has some operational problems related to elevation grade
variability in the zone which can cause pressure fluctuations. This facility requires

some additional monitoring and managing by maintenance staff and is therefore
rated at 2.

3.5.4 Pump Stations

Forty-nine pump stations deliver water throughout the City’s system The pump
stations are divided into four pressure zone areas, where each area is assigned pump
station crews to check the stations on a regular basis. As a general statement, some of
the 49 pump stations are located at grade, and vandalism has been a recurring
problem. To provide continuous operation during power outages, 20 pump stations
have permanent emergency generators and an additional 15 mobile/ portable
generators are available for use at other pump stations, as needed.

We did not have the oppor’cumty to assess the level of staffing for the pump sta’aon
crews. According to Water Department staff, each pressure zone has two crews of
four people that are responsible for checking and maintaining the pump stations. We
visited four stations in one pressure zone area. According to the City, these stations

[ e all

IGilny Tepresct nited all pump statons within the four zones, T"""““ 3-5 summarizac tha

capacity and condition of these pump station facilities.

Table 3-5

Water System Pump Stations
Facility Name Max Capacity MGD | Rating
Climax Pump Station ’ 65 2-Falr
College Ranch Hydro Pneumatic - 25 . 2.5-Fair Plus
Pump Station
Waring Road Pump Station 29.0 " | 3-Good
Eagle Ridge Pump Station 3.4 3-Good

Climax Pump Station

The Climax Pump Station is rated at 2. The pump station is located in a residential
area, and equipped with four VFD-driven pumps. The VEDs are older and “showing
some wear.” The piping is also leaking some water. The stafion itself is fairly
cramped, and equipment access is difficult. The facility does not have an emergency

standby generator. The station is located below grade, and there are no vandalism or
security issues.

College Ranch Hydro Pneumatic Pump Station

The College Ranch Hydro Pneumatic Pump Station is rated at 2.5. Although not a
typical water pump station, it is considered part of the 49 pump station network. One
pump pressurizes a hydro pneumatic tank at the College Ranch Standpipe. The
facility does not have an emergency standby generator. The below grade station is
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maintained adequately and is physically located within the fenced area of the College
Ranch Standpipe. This station has one pump. Typical of all the pump stations visited,
intrusion alarms are provided on the access doors and hatchways.

Waring Road Pump Station

The Waring Road Pump Station is rated at 3. The station is four years old and is in
new condition. Five 200 horsepower vertical turbine pumps are manually operated
remotely by the Alvarado WTP operators through the SCADA system. Due to low
demand in the area, the pumps are operated intermittently, based on pressure. A
trailer-mounted emergency standby generator is located onsite. Construction is

currently underway to permanently tie in the generator to the pump station for
automatic switchover operation. This station has been well maintained.

Eagle Ridge Pump Station

The Eagle Ridge Pump Station is rated at 3. The site is equipped with two hydrants;
one for hooking up to the suction side of the reservoir, and one for the discharge side,
providing redundancy to the system. The pump station is equipped with a total of
four pumps; two large and two small pumps. The facility does not have an emergency
standby generator. The pump station site is well-maintained.

3.6 Operations and Maintenance Activities

A review of budget and planning documents as well as interview information was
used to prepare this evaluation of the Water Department operations and maintenance
programs.

3.6.1 Staffing and Operations Plan

The Water Department Operations Division operates and maintains the Water
System. This Division is currently authorized to have 460 positions. The division is
divided into six major groupings to operate, manage and maintain the system
facilities. A review of current operations and the planned CIP does not indicate thata

‘significant increase in positions will be needed as projects are completed. The

workforce is divided into the following units and sub-units:

= Public Information
s Administrative Support
m  Safety, Security and Emergency Responsé Program

s Water Operations and Engmeefihg
¢ Production Engineering

o Facility Information Management

e Distribution System Operations /Optimization

QOctober 3, 2008 3-18



000500

Section 3
Water System
o Opti;nization
o Distribution Operations
o Distribution Engineering
© Corro%ion Engineering

s Water Production

o Treatment Plants

o Water Quality Laboratory

m Water Construction and Maintenance
o North Council Districts 1,5,6,7

o South Council Districts 2,3,4,8
o Emergency Services
m Lakes and Recreation/ Reservoir Management

The Operations Division has ISO 14001 certification (International Organization for
Standardization), which is a program that establishes a standard for performance that
is designed to function on a plan, do, check, act systems approach. All members of
the organization participate in the development and operation of this interactive
system with the following goals:

s Cost Savings

m Reduced risk to the environment and the employee

» Increased operational efficiency

m Positive external relations and public image

» Improved communications

In addition, the Operations Division operates under a “Bid to Goal” program that
establishes performance standards for employees that are set and reviewed monthly
and annually for performance/pay reviews.

3.6.2 Maintenance Program

Interviews with the Operations Division maintenance program staff were performed
to review the maintenance methodology and practices in use. Key areas reviewed
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were employee training and supervision, work order systems and documentation,
and work planning and execution.

Training

The division has established a structured training program for all new employees.
This program, the Water Academy, provides three weeks of training related to all the
City systems and safety programs. In addition, the City provides ongoing classes that
lead to water system operator certifications and the City training program is certified
to grant continuing education credits. Programs are provided by both internal and
external trainers, depending on the particular topic and skills needed. Training

programs cover topics such as legal requirements, break repair practices, equipment
operation, customer service issues, and ongoing safety practices. Staff members who

~ pursue additional certifications receive compensation recognizing the level achieved

even if it is beyond their position requirements. Generally, the department
supervisory staff is promoted from within and supervisors take an active role in
provision of regular training sessions.

Work Order Management

The operations maintenance staff is divided into teams assigned to specific zones
within the City and at the major treatment facility sites. Maintenance work hours are

linked to work orders on an average of about 90% of the time. Work orders are linked
to a specific asset and are managed by the supervisor of each zone/facility team.

- Work orders are issued to work crews on a weekly or biweekly basis, depending on

the supervisor. Emergency work orders are issued on a daily basis as they occur.
According to operations staff, most work orders are related to planned maintenance

- and about 75% are completed within four weeks from the date requested.

The system is a combination of electronic and manually managed documents, with
the work orders generated electronically, the documentation completed manually by
field workers and then input by data processing operators on a daily basis.
Consideration has been given to a fully automated system, but concerns related to
equipment requirements, field conditions and worker computer skills has led to a
preference for this hybrid system. There is no aufomated link between the time
reporting and work orders, and the individual supervisors are responsible for
auditing time and materials costs for work orders on an informal basis. Analysis of
work order maintenance data is not regularly used to establish a predictive
maintenance program.

Maintenance Planning

The water distribution system utilizes system redundancy to provide service
reliability and emergency response. The system is mapped using GIS and the
department engineering staff provides support for the implementation of
maintenance/ repair projects. Operations management reported that the system
currently experiences about 100 breaks per year over the 3,420 miles of pipeline. The
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Department’s continuing cast iron main replacement program will help to prevent
breaks related to aging and deteriorated pipeline sections.

3.7 Capital Improvement Program

The general objectives of the Water Department’s CIP are to provide the facilities
necessary to meet federal and state requirements, maintain the integrity of the system,
and provided satisfactory service and performance to customers at a reasonable cost.
To accomplish these objectives, the Water Department must have sufficient operating
revenues and adequate funding for CIP projects.

The Water Department reviews the CIP on an ongoing basis to prioritize and plan for
program implementation. In addition to projects that are driven by regulatory issues,
several planning documents and studies have been developed to define poiable and
non-potable water demands, alternative supply options, and the infrastructure
requirements related to these issues. These plans and studies have identified a
number of potential projects for further evaluation at the master planning level.
Additionally, the City has operational and short- to mid-term reliability projects
compiled in “project summary sheets” as part of the CIP. Master Plans to determine
Iong-term facility needs have been developed independently for the Miramar and
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development and integration of the information needed to establish a comprehensive,
practical, and furictional Master Plan, in part by utilizing the facility plans described

above. The City is developing a long-range CIP with an outlook that will extend past
the 2013 plamung horizon.

The City has recently developed prioritization policies for CIP projects. In May 2008,
the City Council approved a policy to establish an objective process for ranking CIP
projects to have a basis for choosing the most compelling projects for implementation.
The following prioritization factors are listed in order of importance:

1. Health and Safety Effects
- Regulatory or Mandated Requirements
. Implication of Deferring the Project

. Annual Recurring Cost or Increased Longevity of the Capital Asset

. Ease of Implementation

2
3
4
5. Community Investment
6
7. Project Cost and Grant Fundmg Opportunity
8

. Project Readiness
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3.7.1 Master Planned Facilities

Appendix A, Table A-1 presents the list of projects in the proposed CIP as of
September 2008. The projects are scheduled for design and construction between
FY09 and FY13; the table identifies the justification for each project and estimated
then-current cost by fiscal year, using an inflation allowance of 4 percent. Some of the
multi-year projects have already incurred considerable costs in the years before FY09,
and other projects include construction expenditures after FY13. Table A-2 provides
descriptions of each project.

| '3.7.2 Capital Program Implementation

An accurate construction cost estimate is essential to successful project management
fiscal budgeting, and project implementation. The Engineering and Capital Projects
Department’s Standard Operating Procedure (50OP) provides general guidelines for
the preparation of reliable project construction cost estimates. The SOPis included in
Appendix B. The development of the construction cost estimates begins with the
Water Department at a planning level (10 percent design stage). The Engineering
Department further refines the cost estimate at 30, 75, 90 and 100 percent design
stages. Cost estimates are also updated if a project is delayed for more than 6 months,
or if there are significant changes in the design. The City typically hires outside
consultants for large projects. The City’s cost estimating guidelines are provided to
the consultant, but the consultant is ultimately responsible for their own methods.

The following are the general guidelines for preparation of construction cost estimates
as stated in the SOP: )

Preparation of the Engineer’s Estimate and associated construction costs

Types of construction cost estimates

Construction cost estimating approaches

» Available cost estimating resources

Ranges of construction administration and contingency costs

w Cost estimate submittals and expected accuracies at variqus stages of design

® The roles and responsibiliﬁes of the participants in-the cost estimating process
Table 3-6 lists the elements of a project’s costs as identified by the SOP. The range in

percentage values listed reflects the varying complex1tles ofa pr()]ect as well as the
varying site conditions that may be encountered.
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Table 3-6

Elements of Project Costs

‘| Project Phase and Components

Range of Project Cost Share

A — Project Design Costs 20% to 40% Of Total Budget*
1 — Administration -
2 - Engineering

B — Proiect Construction Costs 60% to 80% Of Total Budget*

1 - Engineer's Est (Const Contract)

30% to 60%

Of Total Budget*

a — Bid ltem Quantities

5% 10 10% (1)

b — Mobilization Of Construction

¢ ~ Traffic Control 5% 10°10% (2,3) Of Construction

d = Water Pollution Control 2% to 5% (1) Of Construction

e — Bonds 2.5% (4) Of Construction

f — Field Orders 2.5% to 10% (3) Of Construction

. 2~ Contingencies 10% to 15% Of Construction
3— Const Admin — Fietd Engineering 10% to 15% Of Construction

*Total Project Budget (costs) = (Design Costs) + {Construction Costs)

{1) Depending on location

{2} Depending on ADT

(3) Depending on project complexity
(4) Per specification

Source: Cily of San Diego Standard Operating Procedure, CIP Construction Cost Estimates, Table 1

The cost estimate at the 10 percent design stage is considered a conceptual level rough
estimate. The cost estimate at the 30 percent design stage is based on quantities and
unit process models further refined by investigation or revised assumptions from the
design criteria, site layout, soils reports and completed design drawings. The cost
estimate at the 75 percent design stage includes unit prices associated with

environmental review, mitigation requirements, and discretionary permits. The cost
estimate at the 90 percent design stage is updated with the most recent bidding unit
prices. The cost estimate at the 100 percent design stage serves as the final project cost

plan.

The following is the expected accuracy of the actual cost of construction for each

design stage:
m 30 percent design stage: +30 to -15 percent
- m 75 p.ercent design stage: +20 to -10 percent

m 90 percent design stage: +10 to -10 percent

The City’s approach for estimating project construction costs is consistent with
industry standards and professional practices. Based on our review, we find the cost
estimates presented in the CIP and the proposed schedule for completion of the

projects to be reasonable. .

Octobér 3, 2008
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The purpose of this section is to evaluate the financial feasibility of the proposed
Water Department revenue bonds to support the funding of the City’s proposed CIP
of $724 million through FY 13. This evaluation is based on proforma sources and uses
of funds cashflows for the Water Department Fund and evaluation of debt service
coverage ratios. The analysis was made to confirm that the utility has sufficient net
operating revenues to adequately fund the capital program and projected debt service
with appropriate financial safety margins. The funding plan uses the proceeds of the
2009 Series A and B Bonds, and proposed additional bond sales over a projected five
years.

4.1 Capital Improvement Program

The Water Department has a capital improvement program (C[P) that identifies the
construction schedule and estimated costs of projects prioritized for completion. The
Water Department reviews and updates its CIP annually. A detailed water system
analysis is conducted periodically to identify and reprioritize needed capital
improvements. The project costs and other details are modified annually to reflect

. current needs; priorities and costs. The Department Strategic Plan includes capital

projects to remediate existing deficiencies and provide additional capacity in the
City's water facilities. A long-term CIP evaluation that extends project definitions -
through 2020 is currently being prepared.

Table 4-1 presents a summary of the projected five-year CIP for FY 09 through FY 13,
as provided by Water Department staff. The annual CIP varies between $113 and
$178 million per year, with future costs based on a nominal inflationary escalation of
4 percent, to then-current dollars. For a detalled list of pro]ects see Table A-1in
Appendix A.

Tahle 4-1 .
Proposed Major Capital improvement Program (Infiated)

Ling Project Description Fiscal Year Ending June 30 i

No  Numbers (a} 2009 2010 2041 2012 2013 Total
1 1-12 Water Treatment Plants $86,756,02C  $83,881.204 531.310.1‘;09 $1,639,389 $3.905.061 $207,492,083
2 13- 37 Fipalines $57,705.200 $453,074,621 $53,41C,139  $61,430,309  $50,022.991 $279,643,269
3. 38-45  Pump Station $9,550,000 $3.840,792 $831.375 52,438,729 $3.523,076 520,184,872
4 46 - 61 Storage Facility $6,704 422 $942,589 $1,522,869 54,208,908 $10,883,215  $24,451.803
5 62-69 Reclaimed Pipefines $3,104,606 $7,106,101 $7.414,401 $2,880,224 $1,000,000 $21,605,332
] TO-74  Groundwater $2,015816 $7.643,634 $168.528,908 . 820,127,520 $1.208935  $49,520,813
7 75-77 Security $3,796,050 $10,109,000 $7 592,776 $326,285 30 $21.824,121
8. 786-87  Miscellaneous $7.897.506 ST.RO00.000  $21.178.506  $20.023.958  $33.762.436  $99.662.605
g Totaf $177,623620 $160,387,8941 $141,78D,273 $122,175332 $113,407,814 $724,303,088
(a) Project Numbers toincide with the project numbers listed in Appendix A, Table A-1.

All project costs are divided between facility upgrades (includiﬁg existing facility
rehabilitation and replacement) and expansion of capacity for the benefit of new
customers. Municipal utility facilities are built with capacity to serve a decade or more
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of prO]ected demands, in order to reduce the overall unit cost of facilities to all
customers. The City maintains a capital facility connection fee schedule for assessing
new development with the cost of system-wide capacity so that “growth pays for
itself” without burdening existing customers. However, the up-front expenditures on
new facility construction always precedes the collection of connection fees, so the

.proposed bonds are sized to fund the total CIP expenditures. The anticipated

connection fee proceeds of approximately $14 million per year will be used to offset
future Water Department capital expenditures, including the expansion-related
portion of debt service. As such, the connection fee proceeds are recognized as non-
operating revenue to the operating fund, and can be used for debt service and/or
transferred to the capital program for “ pay-go” project expenditures.

Detailed water system analyses are conducted periodically to identify and prioritize
needed capital improvements. As a result, the finalized CIP schedule for'FY 09 - 13
may differ slightly from Table 4-1 shown below for individual projects, but the overall
dlfference in average annual CIP expendltures will be immaterial.

Some of the projects shown in Table 4-1 started before FY 09, and some pro]ects will .
extend beyond FY 14. The proposed ﬁve-year CIP for FY 09 - 13 is $724 million,
including $280 million for various pipeline projects to rehabilitate, replace, and
expand distribution and ransmission Iines throughout the water system, and

$207 million for water treatment plant projects. Based on Water Department planning

_practices, approximately 80 percent of the expenditures will be bond funded, with the

remaining 20 percent funded from annual revenues on a pay-as-you-go (pay-go)
basis. However, depending on the cash available after net operating revenues, the
City may in the future apply additional cash to project fundmg which would alter

this mix.

CIP Financing Plan

" Table 4-2 presents the flow of funds of the proposed capltal financing plan, and

summarizes the projected sources and uses of funds over the study period. This plan
anticipates that proposed capital improvements will be financed from a combination
of revenue bond proceeds, grants, transfers from net operatmg revenues, and interest
income from the capital monies.

Table 4-2, line 19 provides an estimated beginning FY 09 balance of approximately

$170 million. A policy-based reserve target exists for capital emergencies of $5
million, with the remaining funds available for capital project expenditures.
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Table 4-2
Capital Project Sources and Uses, Flow of Funds

Fiscal ¥ ear Ending June 30

Line 2009 2010 2011 2012 2013
No Description {$000s) {50005} ($000s) {80005} {$000s)
1 ' Sources of Funds :
2 New Bond Issues 400,435 0 123,535 205,765 0
3 Interest Eamings on Capital monies 4,638 4,067 2,489 4,827 5,042
4 Grant Receipts 8,000 .
5 Policy-based Transfers in from Net Op Revs (&) 35.525 33.880 28,358 24,435  22.682
6  Total Sourze of Funds 445,598 37,946 154,382 235,027 27724
7 'Use of Funds : . ’
-8 Capital Improvement Program Project Expendltures 177,624 169,398 141,789 122,175 113,408,
] Transfer to Debt Service Reserve Fund [DSRF) {b) 29,001 o . 8975 . 14,949 1}
10 Bond Issuancae Costs 3302 0 1018 1,429 0
" Capitalized Inerest Cost for Defesred Debt Service 0
12 Retire/Defease Existing Notes from Bond Pmcaeds ich . 207.000 ,
13 Total Use of Funds . ) 417,106 169,398 154,782 138,553 113,408
14 Net Sources and Uses of Funds ' 31.492 (131,452} 2,601 96,474 (B5,684)

15  Cash Balance Detail
16  Beginning Fiscal Year Cash Balance

17 Const Fund Balance (incld unrestricted funds, d) 164,786 196,278 64,826 67,427 163,901
18 Capltal Emergency Reserve (set by City policy} 5,000 5,000 5,000 5.000 5.000
18 Total Baginning Balance 169,786 201,278 69,826 72,427 168,90t
20 7 Mot Sourcos and Usss of Tunds ’ ’ 31,482 (i3i452) - 2,607 96,474 {85,684)
21 Ending Balance N 201,278 69,826 72,427 168,901 83,217
22 Debt Service Resarve Fund Held b’y Bond Trustees {DSRF) o

23 Beginning Balance 47,312 76,403 76,403 85,378 100,326
24 Ending Balance 76,403 76,403 85,378 100,326 100,326
25 DSRF Interest Eamings - 1,546 2,292 2.831 3,714 413
26 Plannad CIP Cash Funding Percent;age (e) 20% 20% 20% 20% 20%

{a) Transfers in are 20 pe'rcen\ of CIP expenditures.

{b) The DSRF is held by the trustee and is listed separate from the capital program. The DSRF is equal to the
minimum of 1} 10 parcent of the proceeds, 2) 125 percent of the average annual debt service, or 3) maximum
annual dabt service, Assurmes a 30 yr term at 6% interest. Intarest from the DSRF is transferad 10 non-operating
revenues. '

(&) _Two private placement notes will be retired/defeased during FY 09. The exact timing is not incarporated inta
this fiscal year levet model, which coincides with the level of detail in the City's rate modal.

(d) Per discussion with City staff, beginning FY 09, .

(e} Funded with cash transfers from operating monies.

Note: Debt service detall is shown in Table 4-8, and is presumed 1o start in the year following the year of issuance.
Source: Future bond issues, grant receipts, and beginning fund balances from City rate model, 9/12/08.

Bond Financed Projects

Line 2 of Table 4-2 shows a total Series 2009 Bonds of $400 million. This series will
comprise two issues: A) to refund the 2007 Notes and B) to refund the 2008 Notes and
help fund CIP expenditures. The total note refunding of $207 million is shown on
Line 12. Not shown herein is that if economically feasible the Series 2009 A Bond
issue may be increased to refund a portion of all of the outstanding 1998 Bonds.
Additional bonds are projected to be issued in FY 11 ($124 million) and FY 12 (5206
million).
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We project that cash available from current net operating revenues will finance
$145 million of the CIP projects, or 20 percent of the total CIP. The Water Department

targets funding 20 percent of the CIP with pay-go, with reserves, interest earnings and

grants. Interest earnings are based on an estimated 2.5 percent earnings rate on average
fund balances in FY 09; growing to 4.0 percent by FY 12, Interest earnings come from
capital fund balances and reserves.

4.2 Water Servicé Revenues

This subsection identifies the annual rate-based revenues based on the City Council
approved water service rates and the projected customer demand levels.

Customer Service Charges

City customers are grouped into basic residential, other domestic,
commercial/indusirial, and irrigation/ temporary construction, interruptible
agricultural and other classifications. Customers are charged a monthly fee based on
meter size and a unique water commodity charge. Residential customers have an
inclining block tiered commodity rate schedule to promote conservation awareness,
while a uniform commodity rate is used with the other customer classes. The average
commodity rate charged to each classification is based on the unique costs of serving

 their peak water demands, which vary both seasonaily and d1umaHy Current and

pro]ected water rates are shown in Table 4-3.

Projected Rate Increases

The City Council has approved service rate increases of 6.5 percent in FY 10 and 11.
Table 4-3 presents a summary of current and projected water rates incorporated into
the financial projections. The unit rates in the table incorporate the CWA water
supply purchase cost pass through adjustment and Indirect Potable Reuse (IPR)
project temporary rate increase projected for FY 09. Based on City policy, the
approved rates are updated semiannually by Council with CWA pass-through costs
to reflect minor adjustments for actual versus projected water purchase costs imposed
on the City by CWA. The IPR temporary rate increase expires at the end of FY 10
with the completion of the IPR study. As such, the funding of this pilot study for an
alternative water supply is a temporary charge on the customer bills,

Unlike the unit rates for other customer classifications, the rates for interruptible
agricultural customers are a function of MWD and CWA rate schedule policies, and
are not projected to materially change. The Water Department updates its financial
plan annually to determine if the projected level of revenues from proposed rate -
increases is appropriate for cashflow requirements and for meeting current and
projected debt service coverage requirements.
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Table 4-3
Current and Projected Rates and Charges

‘ Fiscal Year Ending June 30
Line 2009 2010 201 2012 2013

No Description ) Actual Approved Approved Projection Projection
1 Rate Increase (a) 6.50% 6.50% 6.50% 0.00% 0.00%
2 Meter Base Fee ($/month) : -

3  Llessthan1inch . $16.52 $17.59° $18.73 $18.73 $18.73
4 1 Inch $24.20 $25.78 $27.45 32745  §27.45
5 1 1/2 Inch $41.76 $44.47 $47.37 $47.37 $47.37
6 2inch $63.72 $67.86 $72.27 $72.27 §72.27
7 3 Inch $115.29 $122.79  $130.77  $130.77  $130.77
B 4lInch $188.83 320110 $214.17 $21417 $214.17
9 6 Inch $371.02 $395.14 342082 $420.82 $420.82

10 8inch $590.52 $628.91 $669.79 $669.79 $669.79

11 10Inch $847.35 $902.43 $961.08 $961.08 $961.08

12 Commodity Charge ($/HCF)
13 Single-Family Domestic Customer - .. - — ... .
14 1-7 HCF per month $2.80 $2.98 $3.07 $3.07 - 83.07

15 8-14 HCF per month ) $3.03 $3.23 $3.33 $3.33 $3.33
8- .15 + HCF per month - | . $3.40 $3.63 $3.74 $3.74 $3.74-
"47.  Other Domestic Custormers $3.03 $3.23 $3.33 $3.33 $3.33

18 Commercial/industrial $2.91 $3.10 $3.20 $3.20 $3.20

19 . Irrigation/Temporary Construction $3.11 $3.31 $3.42 $3.42  $3.42

20  Interruptible Agricultural Rate $1.55 $1.52 $1.49. $1.50 $1.52

24 Other Utilities - Cal-American $1.95 $2.08 $2.21 $2.21 $2.21

{a) Rate increases include pass-through known and approved CWA water supply purchase costs
and IPR rate adjustment that will go in effect mid-year FY 08. The rate increases do not
include unknown future CWA supply costs that would increase the average bill,

The IPR rate adjustment expires at the end of FY 10.
Rate increases through FY 2011 have been approved by the City Council.
CWA pass-through charges have always been approved by the City Councnl in the past.

Source: City rate model, 9/12/08.

HCF = hundred cubic feet

As shown in Table 4-4, the Water Department has approximately 273,000 retail
accounts, plus an additional 10,000 other water service customers included in rate-
based revenue projections. These accounts serve approximately 1.3 million residents,
as well as businesses and citywide institutions. Based on a projected annual
population growth of approximately 1 percent, by FY 13 approximately 294,000 water
accounts will be served by the City’s Water Department.
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Table 4-4

Projected Potable Water Accounts
|Line ' 'Fiscal Year Ending June 3d
No Meter Size 2009 2010 2011 2012 2013
1 Lessthan1inch 234,762 237,307 239,687 242,068 244,449
"2 1lInch 23,109 23,360 23,594 23,829 24,063
3 112inch - 10,908 11,026 11,136 11,247 11,358
4 2Iinch 12,670 12,807 - 12,936 13,064 13,193
5 3linch ' 421 426 430 434 439
6 4inch 474 479 484 488 4893
7 6inch 224 226 228 23 233
8 8lInch 104 105 106 107 108
9 10 Inch 41 41 42 42 . 42
10 Total Meters 282,712 285,777 288,643 291,510 204,377
11 Annual Gfowth - 1.1% 1.17%  1.0% 1.0% 1.0%
Sourca: City rate model, 9/12/08 S - -

Table 4-5 summarizes the potable water consumption as projected by the City. The
FY 09 and FY 10 estimated demands include a 15 percent voluntary reduction in
response to a Stage 1 Voluntary Compliance Water Watch declaration by the City
Council in July 2008. In FY 11 water consumption is expected to return to historical

levels and remain stable. Interruptible agricultural demand is based on 5-year

historical average consumption, and construction demands on 3-year historical
consumption. lrrigation is forecasted to increase based on population growth and

previous year usage. While the projected residential water demands are a function of -

population, the values also incorporate conservation in water use and a-long-term
reduction in average per capita water consumption. As such, although customer
accounts are projected to increase about 1 percent per year, total consumption is

_limited to annual increases of about 0.8 percent. As shown, total potable water

demand, estimated at 193,000 AF in FY 09, will increase to 234,000 AF by FY 13. These
projected demands are the basis for water supply purchases from CWA, and excluded
the six percent of water demand served by local water supply sources.

October 3, 2008 4-6



000511

) Section 4
Water System Financing

Table 4-5
Projected Water Demand

_ Fiscal Year Ending June 30
Line © 2009 2010 2011 2012 2013

No Customer Classification . MCF MCF =~ MCF MCF MCF

1 Single Family Domestic 2955 2,971 3,525 3,653 3,582
2 1-7 HCF 1,478 1,485 1,762 1,777 1,791
3 8-14 HCF ' 827 832 987 995 1,003
4 15 + HCF 650 654 775 782 788
5 Other Domestic 1,749 1,759 2,086 2,103 2,120
6 Commercial 1,884 1,894 2247 2265 2,283
7 industrial : 86 86 101 101 101
8  Outside City Services 1 1 2 2 2
g  Other Utilities - Cal-Am 827 530 629 634 639
10  Interruptable Agricultural - 14 14 19 19 17
11 trrigation . ' 1,462 1,174 1,385 1,408 1,423
12 Construction Meters 23 23 26 26 26
13  Total, Potable Water Sales (MCF) 8,401 - 8453 10,030 10,113 10,194
14 Total Potable Water Sales (AF) 192,871 194,049 230,251 232,167 234,027
15 Totai Water Saies iess Cal-Am (AF) 180,762 181,874 215,810 217,607 219,350
16 Annual Increase in Demand (b) - 0.6% . 18.7% 0.8% 0.8%
{2) Demands are for potable water suppfies. _

{b) FY 2009 and 2010 water dermands refiect a 15% reduction due to water shortage-

related conservation measures. o
Source: City rate model, 9/12/08. '
.MCF = Million Cubic Feet,- AF = acre feet

Table 4-6 presents the projected water revenues for the City. The base monthly fee
revenue is based on the monthly meter fee (Table 4-3) times the number of accounts
(Table 4-4). Consumption revenues are dependent on the projected demand (Table 4-
5) and the commodity charge (Table 4-3). Estimated revenues for fire services and
back flow fees are also included in the table, while reclaimed water sale revenues are
provided in the following sections. Total annual rate-based revenues are expected to
grow from $309 million in FY 09 to $416 million in FY 13, based on the approved rate
increases, adoption of the FY 09 CWA pass-through and IPR adjustments, and the
projected customer demands. The significant increase in FY 11 represents the
increased post-drought water demand and the unit rate increase. If the drought
continues and reduced demand extends beyond FY 10, revenues will be lower than
projected. However, this will be offset fo an extent by lower water purchase costs
from CWA.
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No

So@NO W~

11
12
13

15
16
17
18
19

20

21

22
23
24
25

(@

(c)

4

Line

Description

Meter Base Revenues
Less than 1 inch
1 Inch
. 11/2 inch
2 Inch
3 Inch
4 Inch
6 inch
8 Inch
10 inch
Subtotal Base Fee Revenues

Commodity Charge Revenues
Single Family Domestic Customer
1-7 HCF
8-14 HCF
15 + HCF
_QOther Domestic Customers
Commercial/Industrial
irrigation/Temporary Construction/Qutside
Interrupfible Agricultural Rate -
Other Uiilities - Cal-American
Subtotal Commodity Revenues

Fire SeﬁicelBackﬂow Fees

Total Réte-based Revenues (a)

Unit Rate Increase

Annual Account Growth

Annual Change in Water Demand (¢)
Annual increase in Rate-based Revenues

2009
($000s)

46,246
6,665
5,423
9,607

578
1,064
987
727
411

Fiscal Year Ending June 30

2010
($000s)

50,089
7,226

5,885 .

10,429

627

1,155
1,073
790
447

2011

($000s)

53,880

1,773
6,330
11,218
675
1,243
1,154
850
480

2012
($000s)

54,415
7,850
6,393

11,330 .

882
1,255
1,165

. 858
_ 485

2013
($000s)

54,950
7,927
6,456

11,441

688
1,268
1177

867
480

71,708

41,300
23,786

. 20,984
" 50.285

54,297
34,886

203
10.290

77,720

44,228
286,864
23,696
56.794
61,310
39,608

215
11,019

83,602

54,155
32,893
29,016
69.539
75,024
48,533

290

13,920

84,433

54,597
33,161
29,253
70,106
75,610
49,027
287
14,033

85,263

55,037
33,429
29,488
70.671
76,194
49,497
266
.14,146

236,031

1,974

263,736

1,973

309,713 343,429

-6.5% .
1.1%
0.6%
10.9%

323,370
1,972

408,943

6.5%
1.0%
18.7%
19.1%

326,075
1,973
412,480

0.0%
1.0%
0.8%
0.9%

Revenues are based on unit rates times demand. FY 09 revenues reflect CWA and IPR

. rate adjustments starting mid-year. FY 11 revenues reflect elimination of IPR rate adjustment.

Unit raies are shown in Table 4-3. Revenues for reclaimed water are shown in Table 4-9.
The increase in water demand in FY 11 represents the return to normal demand after the
15% voluntary conservation-based reductions of FY 09 and FY 10.

HCF = Hundred cubic feet

Source: Fire servicefbackfiow fees from City rate model, 8/12/08. Alf remaining values calculated.

328,728
1,972

415,964

0.0%
1.0%
0.8%
0.8%

4.3 Water Depaftment Expenditures

The Water Department revenues must be sufficient fo meet the annual expenditures

of ongoing operations and the capital program. Expenditures are funded on a

prioritized basis as follows (1) total system operation and maintenance expenses; (2)
debt service {consisting of principal and interest payments); (3) expenditures for
major capital improvements met directly from revenues; and (4) provision for

October 3, 2008
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adequate reserves, Projections of the cash requirements to meet these System
expenditures for the period of FY 09 through FY 13 are developed in this section,

Operation and Maintenance Expense

Operation and maintenance expense includes water purchases, total annual salaries
and wages of personnel, and the costs of fringe benefits, materials and services, '
outlays (routine capital expenses) and transfers. Since these costs are essential for
daily operations of the Water Department, they are funded on a priority basis from
operating revenues, as they are incurred. A summary of {otal projected operation and
maintenance expense for the period FY 09 through FY 13 is presented in Table 4-7.
Wages, salaries and fringe benefits are expected to remain flat through FY 12 and then

increase by four percent per year, based on regional economic and employment
trends.

Table 4-7 )
Projected Operation and Maintenance Expense

Line . Fiscal Year Ending June 30
No 2009 2010 2011 2012 2013
Expenditure {$000s) ($000s) (3000s) ($000s) ($000s)
_ 1 Water Supply Purchase Costs (a, b) 123,181 123,794 137,265 138,122 138,954
2 Salary & Wages 44,576 44570 44576 44576 46,360
3 Fringe Benefits _ . 23,621 23,621 23,621 23621 24,566
‘4 Supply/Services/Gther NPE ' 43,467 45206 47014 48,835 50,851
5 Outlay 857 891 827 064 1,003
6 Miscellaneous & Other (c) ' 28,397 42,632 39,277 39,918 . 39,383
7 Transfers to General Government Services 6,084 6,084 6,084 6,084 6327
8 Total O&M 270,184 286,805 298,765 302,181 307,453

—
3]
—

Water supply costs are based on FY 09 supply rates including pass-through cost
escalations times projected demand.

{b) FY 09 water purchase cost is per budget; the FY 08 and 10 water costs reflects the
drought-induced (15%) conservation-oriented demand level, and FY 11 costs are based
on & return to normal water demand levels. ' ‘

(c) Includes IPR costs.

Source: City rate model, 9/12/08.

The Water Department purchases the majority of its water needs from CWA with the
remainder coming from local sources. CWA provides both raw and treated water
based on operational considerations and long-term planning to minimize costs
through an optimum use of regional facilities.

Costs for materials and supplies and outlays are conservatively expected to increase
by four percent per year. Miscellaneous costs include the impact of new facilities on
O&M activities, management information system (MIS) services and energy/utility
expenditures. Energy /utility costs are forecasted to increase eight percent per year.
The operation and maintenance expense is projected to increase from about

$270 million in FY 09 to $307 million in FY 13, as shown in Table 4-7.

Qctober 3, 2008 ] l 4-9
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Routine Capital Improvements

Expenditures for routine capital improvements include minor capitalized assets with
short depreciation periods. These include items routinely acquired each year, such as
vehicles and office equipment, and minor improvements or repairs. An allowance for
construction and engineering costs to be expensed is also included in this category.
Since the costs of these improvements are a continuing expense to be met each year,
the Water Department appropriately finances these expenditures from current water
revenues. As shown in Table 4-7, routine capital outlay is estimated to be $857,000 in
FY 09, and escalate at 4 percent per year through the projection period.

Existing and Projected Debt Service
The Water Department’s existing debt service schedule includes both senior and

. subordinate debt, as shown in Table 4-8. Bond assumptions and indices are also

shown in Table 4-8. The Series 1998 bond issue was a senior debt issue. The Series

2002 Bonds, 2007 Notes, and 2008 Notes are subordinate lien issues as is the SRF
Loan. : '

T L

Tahle 4-B

Existing and Projected Debt Service Schedule and Assumptions
Line ST - . Fiscai Year Ending June 30
No 2009 2010 2011 2012 2013
Description ($000s) ($000s) (3000s) ($000s) ($000s)
Debt Service Schedule ) .
1 Existing Senior Debt 21,354 12,089 12,089 12,089  12,08%
2 Existing Subordinate Debt . 24895 30,128 27,293 27,296 27,299
3 Existing Subordinate SRF Debt . 1,376 1,376 1,376 - 1,376 1,376
4 Proposed New Senior Debt 29,091 29,091 38,086 53,014
5  Total Existing & Proposed Debt 47,625 72,684 - 69,849 78,827 93,779
Bond Cost of Issuance & Insurance
6 New Bond Issue Par Value 400,435 0 123,535 205,765 0
7 Bond issuance Costs 3,392 0 1,018 1,429 0
8 New Debt Service Reserve Requirements 29,091 0 8,875 14,949 0
Bond Assumptions and Indices
9 Debt term {all years) 30
10 Cost of issuance
11 Discount (% of bond size) ’ 0.50%. 0.50% 050% 0.50% 0.50%
12 Fixed Cost of Issuance ($1,000) : 1,389 400 400 400 400
13 Earnings on Fund Balance 2.5% 3.0% 3.5% 4.0% 4.0%
14 Bond Interest Rate {a) 6.0% 6.0% 6.0%. 6.0% 6.0%
~{a) The bond interest rate is hased on a projected market rate for municipal revenue bonds.
~ DSRF interest earnings are not shown herein. Bond debt repayment starts in the year following
bond issuance. . Pt
Source of Existing Debt: City schedules. '

October 3, 2008 ' ' 4-10
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It is anticipated that the sale of the Series 2009 Bonds and additional bonds in FY 11
and FY 12 will be necessary to finance capital projects; the Series 2009 Bonds will
refinance and/or defease $207 million in existing notes, as well as finance CIP
expenditures. As previously shown in Table 4-2, it is assumed that the Series 2009
Bonds will total some 400 million, and additional bonds will be issued amounting to
$124 million in FY 11 and $206 million in FY12. The projected bond terms are for 30-
years at a 6 percent interest rate, plus typical costs of issuance. As shown in Table 4-8,
the projected costs associated with issuing new bonds include an underwriter
discount and a fixed cost of issuance as well as deposits to the Debt Service Reserve
Fund. Table 4-8 shows the projected debt service schedule for existing and proposed
revenue bonds throughout the study period.

4.4 Water Enterprise Revenues and Expenditures

| Proforma

Table 4-9 presents a proforma cashflow statement for the Water Department's
projected revenues and expenditures during the study period. System revenues must
be at least sufficient to fund the annual costs of operation and maintenance expense,
debt service costs on existing and proposed bonds and routine annual capital
improvements while maintaining adequate operating reserve funds and complying
with all revenue bond debt service coverage requirements.

Table 4-9 identifies that the Water Fund has a FY 09 beginning year balance of
$204 million. This balance is associated with the operations, and is in addition to the
capital monies previously identified in Table 4-2. The current reserves include:

Reée;ve Type ' ' Amount Notes

. Operating $19,936,000 Currently 50 days, Fu;clrgasmg to 70 days by
Secondary Pmdmse $7,132,000 6 percent of water purchase costs
SRF Loan $1,376,000 _ Fixed

e Fixed

The Water Department has a policy of maintaining operation reserves equal to 45
days of O&M expenditures, excluding water purchase costs. The operating reserve
policy is increasing to 70 days with the increase in rate-based revenues.

The rate stabilization fund was originally established by the Master Installment
Purchase Agreement of August 1998, and a balance of such amounts as the City shall
determine (currently $20.5 million) is maintained in the fund. Transfers to or from the
Rate Stabilization fund are treated as operating expenditures or operating revenues,
respectively, and these transfers are included in the Pledged Revenues in the
calculations of bond coverage ratios. The balance is available and pledged to

" augment funds available for annual debt service on the existing and proposed bonds.

October 3, 2008 ' 4-11
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Tahie 4-9

Water Utility Fiow of Funds and Debt Service Coverage
Line . Fiscal Year Ending June 30
No . : 2009 2010 2011 2012 2013
Description . ($000s) (3000s) (5000s} (5000s) (5000s)
Operating Revenues
1 Water Service Rate-based Revenues (Proposed) 308,713 343,429 408,943 412,480 415964
2 . Reclaimed Water Service Revenues . 7.876 8,304 9,472 10,307 11,148
3 Miscellaneous Service Charges 1,227 1,251 1,275 1.299 1,323
4 Other Operaiing Revenue {a) 19,245 19611 19984 20,363 20,750
5  Other Revenues ’ - 1,865 1,385 1,380 1.385 1.400
6 Total Operating Revenues . ) 339,926 373,980 441,064 445844 450,586
7 Operating Expense . '
a Water Purchase Costs : 123,181 123,794 137,265 138,122 138,954
9° 0O&M Expenses 147,003 163,011 161,500 164,059 168,499
10 Total Operating Expense 270,184 286,805 298,765 302,181 307.453
11 Net Operating Revenues 69,742 87.1,_75 142,299 143,664 143,133
12 Non-Operating Revenues {(Expenses) & Transfers . - B
13  Interest Income on Operating funds 5,167 6,323 8,647 12,682 15,302
14  Interest Income on DSRF 7 ) ’ 1,546 2,292 2,834 3,714 4,013
15  Projected Debt - - (47,625) (72,684} (69,848) (78.827) (93,779)]-
16 - Capacity Fre Praceads 11,466, 14224 13,510 14,138 © 14,066
17 Pay-go Transfers to Capital Prograrns . (35.525) (33.880) {28.358) (24.435) (22.682)
18 Net Non-operating Reverues & Transfers (64,971) (B3,725) (73,219} (72,727) (83,079)
19 Annual Change in Cash Balance . 4771 3,450 69,080 70,937 60,053

20 Cash Balance Detall {b})
21 Beginning Fiscal Year Cash

22  Operating Reserves 19,936 31,262 30,973 31,463 32,315
23  Secondary Supply (water purchase reserve) o 7132 7.428 8,236 8,287 B,337
24  Rate Stabilization Fund 20,500 20,500 20,500 20,500 20,500
25  Subordinate SRF Loan Reserve . 1.376 1376 . 1,376 1,376 1,376
26  Unrestricted Cash - 155,338 148,488 151,420 219,958 288,093
27 Total Beginning Fiscal Year Cash Balance TT204283 209,054 212,504 281,584 352,521
28 Net Annual Change in Cash Balance C 4771 3450 ©69.080 70,8937 60053
29 Ending Fiscal Year Baiance T208,054 212,504 281,584 352,521 412,575
30 Operating Reserve Target per Clty Policy

31 Operations @ 70 days O&M excld water purchase 28,192 31,262 30,973 31,483 32315
32 Secondary Water Supply (c) 7,391 7,428 8,236 8,287 8,337
33 SRF Loan Reserve ’ 1.376 1,376 1,376 1,376 1,376

(a) Other operating revenue includes land and building rentals, new water services, services rendered on other
. funds, other revenue, and lakes recreation.

{b) Cash batances do not include Capital monies; refer to Table 4-2.

(c) The Secondary Supply water reserve is set by City policy at 6 percent of the cost of water purchases.
Source: Operating revenue except water sales, capacity fee proceeds, and beginning fund balances from

City rate model, 9/12/08. All remaining values calcutated,

Table 4-9 presents the projected water service revenues incorporating both the
existing and proposed rates. The proposed rates are part of the Water Department’s

long range financial plan developed by the financial planning model used by the
Water Department

Octaober 3, 2008 4-12
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The table shows that projected revenues are more than sufficient to meet the total
revenue requirements of the system during the study period. Water service revenues
represent the most significant source of revenues, averaging approximately 92 percent of
total revenue; other operating revenues include reclaimed water service charges,
miscellaneous revenues and interest income. Also included in revenues are the
proceeds from land and building rentals, new water services and lakes recreation. Total

operating expenses include water purchase costs and O&M expense, previousty
projected in Table 4-7.

Non-operating revenues included interest earned on operating fund balances, and
system capacity charges. Capacity charges are expected to range between $11.5 million
and $14.2 million per year over the study period. These revenues represent impact fee
exactions from new customers who benefit from capacity created from expansion
projects.

The primary non-operating expense is debt service. As previously discussed, we have
projected that the Series 2009 A and B Bonds are sized at $400 million, with additional
bond issues of $124 million in FY 11 and $206 million in FY 12 to help finance major
capital program expenditures and refinance and/or defease the Series 2007 and 2008
private placement notes. This debt financing provides a mechanism to spread the -
costs of major capital improvements over a portion of the useful life of the funded

project and to more eqmtably recover the asset costs from both current and future
users.

4.5 Debt Service Coverage

The single most important measurement of the ability of a utility to repay loans such
as revenue bonds is the debt service coverage ratic. This ratio is defined in the bond:
covenant requirements of the current and proposed revenue bonds. Table 4-10 shows
the coverage ratio on both the Senior and Aggregate bond debt service.

The City is required by the Installment Purchase Agreement to maintain 120 percent
debt service coverage from pledged revenues on all existing and proposed senior lien
debt. The senior debt service coverage test equals adjusted net revenues (which
excludes interest earnings on reserve funds held by the bond trustees for parity
obligations) divided by existing and proposed senior debt less the interest on the
senior debt reserve fund. The aggregate debt service coverage equals the adjusted net

revenues (mcludmg interest on the debt reserve fund) divided by the total existing
and proposed debt.

Table 4-10 shows that senior debt service coverage is projected to meet or exceed

284 percent during the study period (FY 09 - FY 13). Aggregate debt service coverage
is projected to meet or exceed 157 percent during the study period. These findings
indicate that the Water Department has approved future customer service rates that
will satisfy all debt service coverage requirements during the study period.

QOctober 3, 2008 . 4-13
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‘ Table 4-10
Water Utility Debt Service Coverage
Line Fiscal Year Ending June 30
No . 2008 2008 2010 2011 2012 2013
’ ' Description ($0005) (3000s) (3000s) (S000s} {$000s} ($000s)

1 Senior Debt Service Coverage ‘

2 NetOperating Revenues (a) 43,862 69,742 B7,175 142,299 143,664 143,133

3 Interest Income on Operating Funds 8,268 5,167 6,323 B,647 12,682 15,302

4 interest Income on Capitai Monies (b} 2,465 5,187 4,725 3,257 5,704 5,820

5  Capacity Fee Proceeds 8,459 11,466 14,224 13,510 14,139 14,068

6  Total Adjusted Net System Revenues {(c) 63,053 91,561 112,447 167,713 176,190 178,420
. 7 Projected Senior Debt Service : 21,354 271,354 41,180 41,180 50,155 65,104

B Senior DSRF interest {d) 1,370 998 1.634 2,063 2.837 3.136

9  Adjusted Debt Service - 19,984 20,356 39,546 39,117 47,318 61,968

10 Senior Debt Service Coverage (c) ] 316% 450% 284% 429% 372% 288%

11 Aggregate Debt Service Coverage .

12  Net Operating Revenues 43,862 69,742 B7,175 142,299 143,664 143,133

13 Interest income on Operating Funds 8,268 5,167 6,323 B,647 12,682 15,302

14  Interest income on Capital Monies 1,922 4,638 . 4,067 2,489 4,827 5,042

15  Capadty Fee Proceeds 8,459 11,466 14,224 13,510 14,139 14,066

16 Debt Service Reserve Fund interest 2,435 1,546 2,282 2,831 3,714 4,013

17 - Total Net System Revenues 64,945 92,559 114,081 169,776 179,026 181,556

18  Projected Senior Debt Service 21,354 21,354 41,180 41,180 50,155 65,104

19  Projected Subordinate Debt Service 21.728 26,271 31,504 28,668 28672 28,675

20 'Aggregate Debt Service (e) 43,082 47,625 72,684 60,849 78,827  ©3,779

21 Aggregate Debt Coverage (f} 151% . 194% 157% 243% 227% 194%

{a) FY 09 & FY 10 figures refiect an anticipated 15% water conservation. Thereafter, figures refiect pre-water
conservation levels. includes service charges and reclaimed water sales. Includes revenues generated
by purchase water cost increases that were affected as a result of rate increases implemented by CWA,
Reflects treated water purchases, which do not include unknown future rate increases due to potentially
increasing CWA supply costs. :

{b}" includes interest income on Subordinate DSRF.

(c} As defined in the Installment Purchase Agreement.

(d) Includes anticipated bond issuances subsequent to FY 09,

{e) Includes Senior obligations, Subordinated obligations, and SRF debt service without adjustment for DSRF

2 - eamings.

{fi Ratic of total Net System Revenues to Aggregate Debt Service.

4.6 Operating Reserves

" The Water Department currently maintains an operét:ing reserve target equal to 45
days of O&M expenses, excluding water purchase costs. This target is scheduled to
increase to 70 days with the increase in rate-based revenues. Currently, the water
operating fund reserves equal 50.days of operating costs. The projected operating
reserve will meet the 70 day target level by FY 10.

4.7 Affordability

A 2006 American Community Survey conducted by the US Census Bureau stated the
median household income in San Diego County was almost $58,815. The typical
monthly water bill of $57 for an average single family residence that will be effective
in FY 09 represents 1.2 percent of this median household income. As such, the
projected monthly bill is below the 2.0 percent median household income baseline

CDM ' October 3, 2008 414
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used as a typical indusﬁ'y standard for affordability by the U.S. Environmental
Protection Agency.

4.8 Water Bill Comparison

Figure 4-1 presents a comparison of typical water service bills for various water
utilities. The comparison of water utilities represent either utilities serving high

~ population cities or utilities serving large cities in California near or on the coast with

imported supplies. The water bills are based on current rates (as of September 2008)
assuming a water flow of 14 hundred cubic feet per month with a meter size of less
than 1 inch. The monthly water bill for an average San Diego single family residential
customer is estimated to be $57.30 per month, effective July 1, 2008.

Burlingame; CA [fBfamos CERe A S o s SEnegmax) §77
Santa Barbara, CA  [CoRuuai b et i TR 805 0 R T i A L s E A sl | $69
Atlanta, GA wjo MOST [oiiahim s s T S s, e, TR 564
San Diego, CA [% # s rurmdvamn 527 pord® 2 o0 oon 6 LAY o R ar v roar] 557 .
Average [ wm - e s tm el v W b eadie e 1554
Escondido, CA [seemeiieaissis RO RS, SRR mié‘ISSZ
.Seattle, WA
Portland, OR
San Jose, CA
San Franciseo, CA
Los Angeles, CA.
0.00 GOIDO 70:00 B0.00 90.00
Monthly Bill ()

(2) These bills are based on water use of 14 HCF per month and a meter size of less than 1 inch.

Figure 4-1
Comparison of Monthly Water Bills with Other Cities (a)

P
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A condition for the issuance of the additional bonds projected in this analysis is a

certification that the City complies with the Parity (or Subordinate) Obligations test,
-as provided in the Installment Purchase Agreement. As provided in the Agreement,

the City is required to meet one of two Obligation tests. Both tests examine the
coverage ratio of the Water Department’s pledged revenues to the total existing and
proposed bonded debt. The first test is a historical test, and is based on any 12
consecutive month period within the 18 consecutive months prior to the proposed
bond issuance. The second (alternative) test is based on a five year forecast of the
coverage ratio. The tests differ slightly for parity versus subordinated bonds.

As shown in Table 5-1 on the following page, the Water Department meets the
historical coverage test. '

The historical coverage test allows the Water Department to use data from any 12
month consecutive period within the 18 consecutive months ending immediately
prior to the incurring of additional Parity Obligations. The Water Department can
rely upon financial statements prepared by the City that have not been subject to
audit by an independent certified public accountant if audited financial statements for
the period are not available. The data used in the historical coverage test in Table 5-1
is derived from the unaudited financial stateménts of FY 08, which ended on June 30,

- 2008,

The historical coverage test requires that the Water Department demonstrate that
during the 12-month period the Net System Revenues are at least 1.20 times the
Maximum Annual Debt Service on all Parity Obligations to be Qutstanding
immediately after the issuance of the proposed Parity Obligations or at least 1.00
times the Maximum Annual Debt Service on all Obligations to be Outstanding

"immediately after the issuance of the proposed Parity Obligations.

All capitalized terms used in this Section 5 that are not otherwise defined herein have
the meanings given such terms in the Installment Purchase Agreement.

October 3, 2008 ’ 5-1
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Section 5
Parity Obligation (Additional Bonds) Test

Historical Additional Bonds Test

Line
No

DO W=

=N
S © o~

12

M3

14
15
16
17

18
19
20

21

Description

Operating Receipts
Water Sales (a}
Other Services
Rentals
Other Revenue

Total Operating Receipts

Operating Expenditures
Water Purchases
Operations and Maintenance
Total Operating Expenditures

Operating Income

Other Income
Interest Eamings
Capacity Charges
Other Income {(b)

Total Other income

Net income

Less: DSFR Earnings on Parity Obiigations

Adjusted Net System Revenue

Maximum Annual Debt Service on all Parity Obligations

Test (c)

FY 2008
{$000s)

288,049
9,564
5,695
2,992

307,200

128:114

135,225

263,339

43,862

19 895

(At

8,459
2,746

23,829

67,691
1,370

- 66,321
54,466

1.22

(@) Includes Service Chamges and Reclaimed Water Sales
(b) includes cancelled prior year encumbrances, recovered damages, land sales
{c) Ratio of Net System Revenue to Parity Obligations> = 1.20

Qctober 3, 2008
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Table A-1
Proposed Capital Inprovement Plan Projects
Current Phase .
Lina# PROJECT PROJECT TYPE as of Sept. 2008 FY2009 FY2010 Y2011 FY2012 FY2013
{ |Alvarado WTP Expansion.Phase 2 . |Water Treatment Plant close-out $ 260,000 | $ -13 -8 -1$ -
2 |Alvarado WTP-SD12 Water Treatment Plant planning $ -3 119,444 | $ 184,632 | $ 221,311 | 8 2,521,848
3 |Alvarado WTP-Ozone Improv Waler Treatment Planl " construclion $ 21,981620]% 23453520|% 9790666 | % 314,072 | $ -
4 - |Alvarado WTP Rehab Floc/Sed Basin Ph3 Water Treatment Plant’ design $ 3,387,234 |$ 21622888 % 5,296,723 | $ -1 % -
5 |Miramar WTP SDFCF 24, 25, 26 Water Treatment Plant planning $ 463,865 | $ 1,137,841}% 3618022 |% 100,143 | $ 12,328
6 |Miramar WTP Contract B - Floc/Sed Basin Water Treatment Plant construction $ 335740805 14,954826}% -1% -1% -
7 (Miramar WTP Contract D - Landscape & Site Impr Water Treatment Plant design $ 75679 | $ 21,322 | $ 3,868,217 | % 826,341 1% 501
8 |Miramar WTP Caontract C - Ozone Equip/Install Water Treatment Plant construction $ 14679265 % 0,841,329 § -3 -1 % -
9 |Otay WTP Upgrade Phase 1 (Flocc/Sed Basin & Reh) Water Treatment Plant construction $ 70402003 7,978478|% 56646443 171,080 ] § -
10 |Otay WTP Upgrade Phase 2 Water Treatment Plant “gonslruction $ 4,385097!$% 4751556 | % 2887505 | % 64238 -
11 |Otay WTP Upgrade Phase 3 Water Treatment Plant plannirg 3 -1 $ K -13 -1% 1,251,452
12 |Miramar Clearwell Improvemenis Water Treaiment Piant plannir.g $ -1 -1s -3 -1 % 118,934
j $ BG,756,020 (% 83881,204|§ 31,2310,409]% 1,639,389 % 3,905,061
13 |AA - Freeway Relocations ‘tPipelines various $ 35560 | 50,000 | 8 50,000 | $ 50,000 | % 50,000
14 [AA - Water Main Replacements Pipelines various $ 36,620,050 |% 43,264000|% 449945603 46794344| % 48,666,116
15 [Miramar Pipeline Monitoring Pipelines planning $ 67,576 | § 578,261 | § 649,106 | § 200152 [ $ -
16 [Torrey Pines RdiLa Jolla Blvd - Phase 2 Pipelines completed $ 14,6858 ol K - -1s -1$ -]
17 |[La Jolla-Shores Dr. 16" Water Main Repl. Pipelings planning $ BE -1 258,158 [$ 1,432,365 | $ 518,077
18 |Harbor Drive Pipsling Pipelines planning b 168,17913% 25438515  2B62)371]% 6500955 ] % 123,905
19 |El Capitan Pipeline No. 2 Pipelines planning $ -1% -18 1,049917 | § 1,407 332} % 1,875,936
20 |El Monte Pipeline No, 2 Pipelines planning $ -1s -|$ 2449893 [$ 2889454[5  4,943735)
21 [Keamny Mesa Pipeline Upgrade Pipelines planning $ -13 -1% 1,111.866 [ $ 1,308,380 | $ 2,247,061
22 |[Caltrans Relocation Miramar Pipelines Construclion $ 568,000 | § 7.664]% 333§ K -
23 |CALTRANS-W Bemardo Dr-1 Pipelines Close-out 3 36418 ~-1$ -13 -1 3% -
24 |SR125 - Toll Road Pipelines Close-out $ 56,678 | $ o K -18 -3 -
25 |CALTRANS - 1905 Pipelines Design $ 9,765} § 2791|$ -3 -8 -
26 |CALTRANS-El Monte-RTE 67 Pipelines Construclion $ 428721 % 41,3111 8% 4,198 | $ -8 -
27 - |Caltrans Carroll Canyon and {-15 Potable Water Pipelines Caonstruciion $ 1,071,565 { $ 37421 § -1% -1% -
2B |Caltrans Carroll Canyen and I-15 Reclaimed Water Pipelines Canstruction $ 1,868,025 | $ 2,850 & -13 -1% -
29 |Pomerado Pipeline No. 2 Pipelines planning $ -3 11669 3 -ls -ls _
30 |Otay 2nd Pipeline - Isolate Service Sweetwater Pipelines planning $ -8 -1 % 99,716 | $ 269,350 | $ 453,352
31 |Otay 2nd Pipeline - Cathodic Protect Otay Ranch Pipelines __planning $ BB -1 -3 24,377 | § 40,231
32 |Otay 2nd Pipeline - Casl lron Replacement Phase Pipelines consiruction $ 8367217 |% 2782752]% -1 % -1 % -
33 |Otay 2nd Pipeline - North Encanto Replacement Pipelines consiruction $ 4523186 ]% - 523,008 | % -13% -1 -
34 |Lindbergh Field 16in Casl Iron Replacement Pipelines planning $ -1 3 107,061 | % 120,221 | § §53,600 § 4,578
35 |La Jolla/Pacific Beach-WTR . Pipelines planning $ 2427 1§ -1 § -8 -13% -
36 |Fault Crossing Retrofits to Large Pipelines Pipelines design/constiuction. | § 1,413,234 | $ 211,865 | § -3 -1% -
37 _[Landslide/Liquefaction Pipeline Mitigation Pipelines design/constiuction |$ 2,865,807 ( $ 233,162 % -1 8 -1 § -
$ 57,705,209 |% 48,074621|% 53,410,133]$% 61,430,308 |$ 59,022,991

Page 1



Table A-1 {
Proposed Capital Improvement Plan Projects L 1Y
Current Phase D
Line # PROJECT PROJECT TYPE as of Sept. 2008 FY200% FY2010 Fy2011 Fyz012 FY2013 '
38 |AA - Water Pump Station Rehabilitations Pump Station various $ e -5 500,004 | $ 500,004 | § 500,000
39 [Tierrasania (Via Dominigue) Pump Station Pump Slation planning $ -1 % 90,346 | § 126,684 | § 132,365 | § 573,278
40 |Soledad Pump Station Upgrade ‘ Pump Station pianning $ -1% -3 -1% -1% 101,911
41 |Scripps Miramar Pump Station Upgrade Pump Station planning $ -13 -1% 204,687 | § 108,476 | $ 238,653
42 |Tiemasanta Norte Water Pump Station Pump Station planning $ . -3 -1 % -13 186201 % 36,386
43 _ |Rancho Penasquitos Pump Stalion Pump Station consiruction $ 9550000 |% 3750446 (% -1% -1 % -
44 |Serra Mesa Pump Station Pump Station planning $ -1 3 -1% . -1 % 115,848 | § 374,620
45 [Parkland Pump Station Pump Station planniny $ -1 % -1 % -1 8 1,663,416 | & 1,699,118
' $ 9,850,000 | $ 3,840,792 | $ 831,375| % 2438729 % 3,523,576
46 [AA - Standpipes and Reservoirs Storage Facility various $ -18 -18 500,004 | § 500,004 | § 500,000
47 _|AA - Dams and Reservoirs Sterage Facility various $ 146,847 | § 250,000 | $ 250,000 | § 250,000 | $ 250,000
48 |Barrett Reservoir Outlel Tower Upgrade Storage Facility consiruction $ 1,62937413% 3,333] % -153 -1% - -
49 _|El Capitan Reservoir Rd lmprovements Slorage Facility planning $ -3 - 8 -8 2315318 3,327,048
50 |Morena Reservoir Qutlel Tower Upgrade Slorage Facility planning $ -3 -1% -] % 1013,343|§% 2,334,035
51 |Rancho Bernarde Reservoir Upgrade Storage Facility consiruction $ 4461387 (% -3 -8 -3 -
52 [Lower Otay Reservoir - Emergency Qutlet Improvmt Storage Facility design $ 447628 | § 160,292 | $ 589,037 ($ 1,876,898 |% 1,804,958
53 |Pomerado Park Reservoir Upgrade Storage Facility planning $ - =18 -1 % 64,895 | $ 167,044 | § 682,869
54 (Paradise Mesa Standpipe Rehabilitation Storage Facilily . planning $ -1 % - 1% -1 % -18 195,674
55 |La Jolla View Reservoir Storage Facility planning $ -1 -18% -1 101,064 | § 467,763
56 |La.olla Exchange Place Reservoir Storage Facility planning $ -1$ -1$ -18 -8 1,742
57 |La Jolla Country Club Reservoir Seismic Upgrade Storage Facility planning $ - 15 -1 8 -8 149,185 | § 245,006
58 [Murray Qullet Tower Storage Facility planning $ -18 -13 -3 10,332 | § 148,020
59 |San Carlos Reserveir Interior Enhancement Storage Facility planning $ -1 % 493,575 | § 43,707 | $ -1 % -
60 |Lake Hodges Dam Modification Storage Facility planning $ 98,186 | $ 35289 | % 75,025 | 8§ 40410 | § 483,657
61 |Morena Dam Grotio Storage Facility planning $ -1 1% -1 774751 % 457 533
$ 8,794,422 | § 942,589 | $ 1,522,669 % 4,208,908 | $§ 10,983,215
‘62 |AA - Pooled Contingencies - RWDS Reclaimed Pipelines various $ 250,000 { § 500,000 | § 500,000 $ 500,000 | $ 500,000
63 [AA - Reclaimed Water Extension Reclaimed Pipelines various $ 1,000,000 | $ 500,000 | $ 500,000 | $ 500,000 | § 500,000
. 64 |Black Mountain Ranch Reclaimed Waler Storage Tank . |Reclaimed Pipelines completed $ 2,500 | § -1 8 -13 -1% -
65 [Carmel Valley Reclaimed Water Pipeline Reclaimed Pipelines design $ 100,000 | $ 1096060 |% 4,566,017 | $ 1,872,039 | % -
66 {Los Penasquitos Canyon RW Project Reclaimed Pipelines design $ 140,000 | $ 3270969 | % 973,3081 3% 108,185 | § -
67 |Pacific Highlands RWP - Participalion Agreemeni Reclaimed Pipelines design $ 1,022,508 1% 137,853 | § -1 3% -1% -
68 |Camino Del Sur RWP - EACP Reclaimed Pipelines design 3 166,506 | § 631,508 | 483,707 1 § -1$ -
69 |Camino del Sur Recycled Water P/L- Part Agmt Reclaimed Pipelines design $ 422,092} § 969,610 | $ 391,369 | § -13% -
. . $ 3,104,606 | § 7,106,101 ] § 7414401 $ 2,980,224 | § 1,000,000
70 |Mission Valley Groundwater Desalination Groundwater planning 3 -8 -8 -1% 1,020,814 | § 885,349
71 {San Pasqual Brackish Groundwater Desalination Gemo  [Groundwaler desigr $ 1,193,982(% 1463612(§ -1% -1$ -
72 {San Pasqual Brackish Desalination Groundwater planning $ -]$: 5181,976|% 18352782|% 19,106,706 | § 74,129
73 _|San Diego Formation Desalination Groundwater plannirig $ -8 -1% -3 -1 $ 250,457
74 |Groundwaler Pilot Production Wells Groundwaler planning $ 825834 | $ 598,046 | § 176,126 | § -1% -
i $ 2,019,816 | $ 7.643,834| % 18,528,908 |% 20,127,520 $ 1,209,935
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Table A-1

Proposed Capital Improvement Plan Projects

PROJECT TYPE

Current Phase

FYz011

FY2013

Line # PROJECT as of Sept. 2008 FY2009 FY2010 FY2012 .
75 |SB 17 Flow Control Facility {Alvarado) Security design $ 3,180,180 % 9,602,958 |$ 5674242(% 230,042 | $ -
76 |Watler Dept. Security Upgrades . Security design $ 535,400 % 506,042 |8 1918534 |§ 96,253 | $ -
77 _ iWater Dept. Security Upgrades - Mirama Security design 3 80470 1 8 -18 -18 -1 % -
; 3 3,796,050 [ $ 10,109,000, § 7,592,776 | § 326,295 | § -
78 |AA - Corrosien Control Miscellaneous varigus $ -1% 100,000 § 100,000 | § 100,000 ] § 100,000
79 __|AA - Pooled Contingencies - Waler Miscellaneous various $ 7,000000|% 7,000,000 § 7,000,000 § 7,000,000 | $ 7,000,000
80 [AA - Meter Boxes Miscellaneous various $ 500,000 | $ 5000001 § 500,000 | $ 500,000| $ 500,600
81 |AA-Pressure Reducing Stations Miscellaneous various $ 200,000 | 3 200,000 3 500,000 | 8 1,000,000 | $ 1,000,000
82 [Miramar Service Area Improvements Miscellaneous planning 3 -1s -1% 3,000000| % 10,000,000 $ 10,000,000
83 |Alvarado Service Area Improvements’ Miscellaneous planning $ -18 -i§& 10,000000(% 10,000,000| % 10,000,000
84 |Otay Service Area Improvements Miscellaneous planning $ -18 -1% -1% -1% 5,000,000
85 |Kensingion Pressure Regulator Miscellaneous planning $ BE -1s -1s 329,788 | § 7.977
86 |Alvarade Water Quality Lab Roof Replacement Miscellangous clase-out $ 197,506 | $ -8 -1 8 -8 -
87 [Barretl Flume Cover Miscellaneous plannirg $ -15 - -18 78,596 | $ 94,170 $ 154,659
! . $ 7,897,506 |$ ..7.800,000{% 21,178596|% 20,023 958|% 33,762,636
$ 177,623,629 |% -169,397941)% 141,789,273 | § 122,175,332 § 113,407,814

Page 3



Table A-2

Capital Improvement Plan Project Descrlptlons

CIP Project

Project Type

Dascription

Alvarado WTF Expansuon Phase 2

Water Treatment
Plants

This CIP item closes out the expansmn phase of the Alvarado Water
Treatment Plant project.

The plan is to upgrade and expand the Alvarado WTP to its ult|mate capacity
of 200 mgd to meet the 2015 water demands in several phases. The first
phase increased the capacity of the WTP ta 150. Phase 2 increases the
cépacity to 200 mgd by providing additional flocculation and sedimentation
basins and new controls for the original eight gravity filters.

Alvarado WTP SD12

Water Treatment
Plants

Upgrade & expansion of CWA's flow control facility to 150 mgd. Another 50
mgd will be provided from San Vicente through Ei Monte pipeline and Lake
Murray Reservoir to provide 200 mgd total plant capacity. Two (size {o be
determined) Pressure Sustaining Valves would be installed and used with two
existing 16-inch Pressure Sustaining Valves within the existing Meter and
Pressure Control Structure.

Alvarado WTP-Ozone Improv Ph 4 Ozone

¢

‘Water Treatment

Plants

Construction of ozone disinfection and pumping facilities to meet new Federal
Safe Drinking Water requirements and State of California Department of
Haalth Services compliance order, and the associaled process changes to
make ozane the primary water disinfectant and chiorine secondary.

Alvarado WTP Rehab Floc/Sed Basins Ph 3

Water Treatment
Plants

This project consists of rehabilitation of Flocculation/Sedimentation Basins 1
& 2, as well as installation of Ozone pipeline from Ozone Building through the

exiting basins to the existing filter.

Miramar WTP SDFCF 24, 25, 26

Water Tréatment
Plants

tn order to meet capacity of the Miramar WTP Upgrade and Expanston
{MWTP) project from 140 MGD to 215 MGD, it is necessary to upgrade
CWA's existing flow control facility (SNSBISC) to increase capacity of raw
water to MWTP, .

Miramar WTP Contrac& B - Floc/Sed Basin

Water Treatment
Plants

This project will expand the plant capacity from 140 mgd to 215 mgd to meet
water demands through 2030. The construction scope of work will involve:
Constructian of 4 new Flocculation and Sedimentation basins 5, 6, 7 and 8
inclusive of associated piping - Demolition of the twelve existing filters -
Demalition of the existing backwash water tank and associated piping -
Demolition of the existing Flocculation and Sedimentation basins -
Construction of 60 inch influent pipelines to New Flocculation Basins - .
Construction of 108 inch & 120 inch settied water pipelines

Miramar WTP Contract D - Landscape & Site
!mprovement

Water Treatment
Ptants

This project consists of final Water Treatment Plant site Iandséaping,
irigation, parking, paving and new Guard Shack and site entrance.

Page-1
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Table A-2 :
Capital Improvement Plan Project Descriptions

CIP Project

Project Type

Déscription

Miramar WTP Contract C - Ozone Equip/install

Water Treatment

Plants

This project consists of installation of Ozona equipment and Liquid Oxygen
dslivery and storage facilities. Three Ozone generators will be provided to
gvanerate ozone for supply and distribution of ozonated feed gas to four ozone
contactnrs Once this project is completed, ozone will replace chlorine as the

-primary disinfectant.

Otay WTP Upgrade Phase 1

Water Treatment

Plants

The Otay WTP Upgrades Phase 1 project will construct a new flocculation
and sedimentation basin and make improvements to the sixteen existing
filters. The filters improvements include granular activated carbon {GAC)
filtration media and providing a pumped backwash system, a filler to waste
system, replacing the filter under drains and increasing the media depth.

10

Otay WTP Upgrade Phase 2

Water Treatment

Plants

The Phase 2 upgrades 1o the Otay WTP include construction of a chlorine
dioxide shaft contactor, CIO2 generation system, sodium chlorite tank, ferrous
chloride (FeClI2) tanks and feed system, powder activated carbon (PAC)
facilities, reservoir circulator units, yard piping, electrical support facilities,
instrumentation and controls systems, and associated site work.

11

Otay WTP Upgrade Phase 3

Water Treatment

Plants

The Otay WTP upgrades Phase 3 project will construct four new filters;
rehabilitate the two existing flocculation and sedimentation basins by adding
plate settlers, launders and a new sludge collection system; provide an
additional ultraviolet disinfection system reactor; and construct the seismic
improvements identified in the Seismic Vulnerability Assessment,

12

Miramar Clearwell Improvements

Water Treatment

Plants

The project is based on the rehabilitation of the clearwell roof to address
st-.fuctural issues and upgyrade overflow to pass the total flow from the plant
(current overflows will only pass approximately 40 mgs before the water
surface in the clearwells reaches the underside of the roof supports). The
other option for this project would be to demolish the existing clearwells and
cc-nstruct new ones which require $30 million, We alsc want to evaluate the

neied to add clearwell storage. Roof and related: $6,500,000.

i

13

AA - Freeway Relocations

Pipelines

Thls project provides for relocation of water lines in conﬂlct with California
DPpartment of Transportation highway construction program.

14

AA-Water Main Replacements

Pipelines

Thls project replaces aged cast iron water mains
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Table A-2
Capltal Improvement Plan Project Descriptions

CIP Project

Project Type

Description

15

Miramar Pipeline Monitoring

Pipelines

The condition of the Miramar Pipeline was onglnaliy assessed in 2005 under
the Miramar Pipeline Rehabilitation Project {Phases ll and IV), using an
inspection technology known as the-Remote Field Eddy Current/ Transformer
Coupling (RFEC/TC) to identify and locate pre-stressing wire failures in the
pipe wall. Miramar Pipeline Monitoring Project was created based on the
results of the Miramar Pipeline Rehabilitation Project {phases Iil and 1V),
which recommended that the city perform RFEC/TC inspection of phases Ill
and 1V within approximately 5 years of the original inspection performed in
early 2005. The Miramar Pipeline Monitoring project is scheduled to begin

F'v2009. Phase Il will consist of inspecting approximately 17, 000 feet of 51- -

inch and 54-inch pipe along Mira Mesa Boulevard from Pacific Heights Bivd
eastward to Westonhill Orive. While phase IV will consist of inspecting
approximately 12,000 feet of pipe eastward from the intersection of
Westonhill Drive and Mira Mesa Blvd to the Miramar Water Treatment Plant.
Pipe diameters in this section range from B0 inches to 66-inches.

16

Torrey Pines Rd/La Jolla Blvd.-Phase 2

Pipelines

teplace + 31,900 linear feet of 16-inch diameter Cast lron Water
NMain. The construction wili be done in multiple phases and at times to
rriinimize the construction impact on the area, and in compliance with
restrictions relating to when construction can be done in this area.
Phase 2 replaces 1 21,200 linear feet of 16-inch Cast Iron Water Main
inithe La Jolla and Pacific Beach Area. The construction will be
divided into three segments. Segment A starts from the intersection
of Torrey Pines Road and Exchange Place and travels west on Torrey
Pines Road, then turns south on Girard Avenue to Pearl Street
{approximately 2,434 feel). Segment B continues from Girard Avenue
on Pear Street, heads southwest to Fay Avenue to Westbourne
Street, and back to La Jolla Blvd, then terminates at Mesa Way
(approximately 6,936 feet).

17

La Jolla Shores Dr. 16" Water Main Repl.

Pipslines

Tﬁ:is project is the 3rd phases of the Torrey Pines Bivd Pipeline. It proposes
te.replace 1 4,410 linear feet of 16-inch Cast lron Water Main along La Joila
Shores Dr in the La Jolla Area

18

Harbor Drive Pipeline

. Pipelines

Thls project replaces the remaining portions of 16-inch cast iron water main
located along Harbor Drive from Point Loma {o San Diego Bay.

18

El Capitan Pipéline No. 2

Pipelines

Hydraulic analysis to determine if the size is adequate to meet the

démandsCondition assessment with internal and external inspectionBased on:

the findings of the Condition assessment, if sections need to be replaced we
will either parallel or replace in place .
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Capltal Improvement Plan Project Descnptlons

CIP Project

Project Type

Dasctription

20

El Monte Pipeline No. 2

Pipelines:

This project would build a new 80-inch pipeline with capacity of 150 mgd
between the Lakeside Pump Station and the Alvarado WTP.

21

Kearny Mesa Pipeline Upgrade

Pipelines

Replacement of the Kearny Mesa Pipeline. The exisling pipeline was
constructed in 1950 and has reached its useful service life. This is an
upgrade and replacement of the 36-inch pipeline and will create interconnect

for redundancy.

22

Caltrans Relocation Miramar

Pipeline:s

Caltrans is expanding the bridge crossing at Carrell Canyon and I-15, water
lines on the bridge will need replaced with construction, pipeline will be
relocatad to Maya Linda.

23

CalTrans-W.Bernardo Dr-11

Pipelines

The State of California (Caltrans) is demollshing and replac:ng the Highland
Valley Rd (West Bernardo Drive) bridge to accommodate a four lane High
Cucupancy Vehicle Road. The City owns and maintains a 12-inch water
main under the bridge. Caltrans will remove and replace the water.main as
part of its construction contract at City's expense.

24

CalTrans 5R125 - Toll Road

Pipelines

Caltrans is constructing a portion of SR125 in San Diego County from SR905
to SR54. Construction of the highway requires the relocation of a portion of
tha Otay N and Il potable water lines. Since the City has prior rights,
Caltrans is required to relocate the lines at its expense. Pipelines will be
relocated in the same aligned but further below the surface and will be
upsized to 54",

25

CALTRANS - 1905

Pipelines

Caltrans will relocate the existing 24 inch steel pipe crossing 1-905 to Airway
Rd. and connect back to Caliente Blvd.

26

CalTrans-EL. Monte-Rte 67

Pipelines

-

Caeiltrans will be extending State Route 52 east from State Route 125 to State
Route 67 in the City of Santee. The Water Department has an existing 68-
inch pipeline known as the El Monte Pipeline that will require protection near
Magnolia Avenue to facilitate work being constructed by Caltrans.

27

Caltrans Carroll Canyon and 1-15 Potable Water

Fipelines

Csitrans is expanding the bridge crossing at Carroll Canyon and [-15, potable
water [ines on the bridge will need replaced with construction )

28

Caltrans Carroll Canyon and I-15 Reclaimed Water

Pipelines

Caltrans is expanding the bridge crossing at Carroll Canyon and [-15,
reclaimed water lines on the bridge will need replaced with construction

EQ

Pomerado Pipeline No, 2

Pipelines

This project provides for negotiating an agreement with the San Diege County
Water for the disposition of the Cify’s share of the Pomerado Pipeline.

30

Otay 2nd Pipeline - Isolate Service Sweetwater

Pipelines

Transfer 33 residential services for the Otay 2nd pipeline to the Sweetwater
Authority. Project will involve construction of a smalf pump station to boost
pressure from Sweetwater Authority.
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Capital Improvement Plan Project Descriptions

CIP Project L

Project Type

Description :

KR

Otay 2nd Pipeline - Cathodic Protect Otay Ranch

Pipelines

17,000 feet of existing pipeline between the South San Diego Reservoir and
Qlympic Parkway require installation of cathodic protection.

32

Otay 2nd Pipeline - Cast Iron Replacement Phase

Pipelines

This project includes the installation of approximately 1.3 miles of new 42-
inch welded steel pipe in 54th Street between El Cajon Bivd and Chollas
Station Road which will provide a means to bypass 3.5 miles of the 36-inch
cast iron pipeline, located west of 54th Street, abandonment of 1200 faet of
existing 36-inch cast iron pipe. This segment includes flow meters, pressure
controf valves, and connections to the Trojan, Otay | and il and Mid City
Pipelines. Also, this project consists of replacement of approximately 3000-
feet of existing cast iron pipe in 54th Sireet with new 16-inch PVC distribution
pipelines that will maintain the City’s reliable source of potable water.

33

Ctay 2nd Pipeline - North Encanto Replacement

Pipelines

Thea North Encanto Replacement is one of the.City of San Diego's most
important treated water transmission mains because of its ability to move
water between the Alvarado and Otay services, providing great operational
flexibility and system reliability. It is also one of the City's oldest pipelines with
sections of 36-inch diameter cast iron pipé that are more than .75 years old.
Tha City has received a very good service life out of this pipeline but it is
undoubtedly deteriorated due to age and corrosion. To provide the reliability
necded in the City's water distribution system, the City has decided {o replace
approximately 7,000 feet of deteriorated or inaccessible pipe between State
Route 94 and the 65th and Herrick Pump Station. The project alignment
exiends from the intersection of Teoley and 60th Streets, traversing south
along 60th Street to Brooklyn Avenue, where it furns eastward and extends
along Brooklyn Avenue to Otay Street, turning.southeast and extending along
Otay Street to the intersection of Herrick and 65th Strests.

34

Lindbergh Field 16in Cast lron Replacement

Pipelines

This water main must be relocated from underneath the tarmac (landing strip)
at Lindbergh Field to a location that is more accessible for operation and
maintenance.

35

La Jolla/Pacific Beach - WTR

Pipelines

The installation of approximately 5595 linear feet of 16-inch Water
Main Replacement between Camino de la Costa and Tourmaline
Stieet along La Jolla BlvdThis project replaces old and deteriorated
16-inch casl iron mains.

36

Fault Crossing Retrofits to Large Pipelines

Pipelines

There are six large diameter pipelines that cross the Rose Canyon Fault that
have been determined vulnerable. It is recommended to retrofit the pipelines
using new faylt tolerant pipelines and/or install manual isclation valves on
either side of the fault. Currently, WD/CIP pursue the pipeline installation of
valves and manifolds per FEMA grant for five pipelines (kearny Mesa,
Alvarado 1, Upas Street, Thorn Street, and Laurel Street pipelines.
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CIP Project

Project Type

i

Déscription

37

Landslide/Liquefaction Pipeline Mitigation

Pipelines

Install 40 pipeline manifold and isolation valve sets at critical backbone
pmellne locations that traverse high liquefaction and high landslide zones,
Currently, WD/CIP pursue the pipeline installation of valves and manifolds per
FEMA grant for nine pipelines (kearmy Mesa, Montgomery-z sites, Clairemant
Mssa, ‘Alvarado 2, Miramar, Miramar Extention, Rancho Bernardo and
Cummercual Street pipelines).

38

AA - Water Pump Station Rehabilitations

Pump Station

Many of the pump stations in the water transmission and distribution system
have been in service for many years. Some are over 50 years old, and have
not been upgraded with more efficient pumps and motors, have worn check
and isolation valves and outdated electrical and central systems. This annual
allocation CIP project is to upgrade some of these facilities to improve
operational efficiency and reliability.

39

Tierrasanta (Via Dominique) Pump Station

Pump Station

Shifting of the water source frem the CWA Aqueduct to the Miramar WTP via
Pc:merado pipeline will reduce suction pressures 1o this pump station. To
compensate for lower suction pressures during summer peaking, the pump
station will need to be upgraded.

40

Soledad Pump Station Upgrade

Pump Station

The efficiency, reliability and maintainability of this pump statton has
dm_1|n|shed over the past 40 years and it is now in need of upgrading.

49

Scripps Miramar Pump Station Upgrade

Pump Station

Rapid growth in the Scripps Miramar Pump Station service area, the lack of
adequate redundancy and maintenance needs require immediate upgrade of
this pumping station.

42

Tierrasanta Norte Water Pump Station ~

Pump Station

This project includes the installation of four end-suction centrifugal pumps
inside the existing, unused SD #16 flow control facility. The existing building
is 18-feet by 17-feet B-inches by 10-feet 5.5-inches high. The pumps wilt be
one 25 hp {1,200 gpm at B5 feef TDH) and three 50 hp (2,150 gpm at 65 feet
TEIH) pumps, Roof hatches will be added to the existing building for future
installation and removal of the pumps and motors.

43

Ranche Penasquitos Pump Station

Pump Station

Praject calls for the design and construction of a new pump station and a new
DE| Mar pressure reducing station near the site of the existing stations. Tha
new station will house 5 new vertical pumps each rated at 6000gpm and an
additional pump can for future expansion. The Del Mar pressure reducing
steition will be replaced with a new facility.

44

Serra Mesa Pump Station

Pump Station

This project consists of constructing a new water pump station with (5) five 5-
mgd pumps. One pump will be a standby. Total pump stalion capacity will be
20-mgd. The pump plant will pump water from the Alvarado Zone (536) to the
Narthwest Mesa Zone {currently 559, that will be increased to 600).
Emergency power will be provided by portable, engine-generator sets. The -
_pump plant will connect to the existing 36-inch Kearny Mesa Pipeline.
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45

Parkland Pump Station

Pump Station

This project entails replacing the Paradise Mesa Pump Station No. 1 and No.
2 Mth a new pump station (located at the Paradise Mesa No. 1 site),
improving effi iciency and reliability, and allowing for substitution of San Diego
City water for San Diego County Water Authority (SDCWA) water now
provided via the SDCWA #19 Paradise Mesa Crosstie,

46

AA - Standpipes and Reservoirs

Storage Facility

This project has identified 20 treated waler reservoirs for upgrades and
demolition,

47

AA - Dams and Reservoirs

Storage Facility

This project includes a broad range of improvements at various dams and raw
waler reservoirs throughout the system. These include resurfacing access:
roads, rehabilitation of berms, reservoir aeration systems, installing fencing
and security systems, installing lighting around dams, sandbtasting and
shiotcreting dam surfaces, installation of weather stations and water level
sensors, rehabilitation or replacement of bridges, ladders and other access
systems, installation of remate operators and or/valves, seismic upgrades to
specific facilities, plus making other improvements.

48

Barrett Reservoir Qutlet Tower Upgrade

Storage Facility

The Barrett Reservair darm is a concrete gravity structure with a 120-foot high
outlet tower with 26 aulomatic flash gates located on the spillway. The
Dasign Report recommended the followmg upgrades: replacing piping, valves
and bulkheads, replacing the roof, improving ventilation, repairing cancrete
surfaces and replacing 26 dam spillway gates. Due to WD budget constraint,
the project scope of work has been revised to address the essential
appurtenances as required by Waler Operations Division and Department of
Safety of Dams such as replacing piping, valves, replace platform structures

_and railings, install mechanical ventilation system, electrical and

instrumentation system, including dredging.

49

El Capitan Reservoir Rd Improvements

Storage Facility

Upgrade 2.5 miles of access road to the reservoir, starting at the base of the
dam and proceeding counterclockwise around the reservoir to the southern

'Iip of the lake. The road will be repaired and porlions widened in this project.

50

Morena Reservoir Outlet Tower Upgrade

Storage Facility

The existing Morena Dam is a rock embankment dam with a parapet wall
creatlng a dam 171- feet high above the ariginal stream bed. The outlet tower
is |1 32 feet from the operating floor to the center line of the outlet tunnel. The
piping and mechanical system of the outlet tower will be replaced or repaired.
The project will include the construction of two sluice gates at the spiliway to
mt'aet emergency Division of Dam Safety {DODS} drawdown requirements.
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Project Type

Description

51

Rancho Bernardo Reservoir Upgrade

Storage Facility

The project calls for the rehabllltatlon of the 10-million gallon, trapezoidal-
shiaped concrete reservoir. Work will include improvements of the beam
connection, repairs of the roof slab and columns and a seismic tetrofitting to
brmg the reservoir up to code compliance mandate by Water Department and
State Department of Health -Semce stan_dards

52

Lower Otay Reservair - Emergency Outlet
Improvement

Storage Facility

The exlstmg Savage Dam creates the Lower Otay Reservoir. At the present
time, 56 days are required to achieve a 10% drawdown of the reservair
through the exlshng 40-inch (48-inch prior to slip lining) outlet pipe. State
requlatlon requires 10% drawdown in a maximum of 10 days. This project will
rncrease the drawdown rate by installing dual 48-intch drain pipes through the
exnsllng auxiliary spillway (in addition to existing 40-inch described above).
ln=_tallat|on will include two 48-inch butterfly valves and 48-inch flap gates on
the: spillway bulkheads and intake screens on the upstream end. Length of
eacth pipe will be 70-feet. Maximum exisling grade over the pipes is
aporoximately 10-feet above the intended drain pipe invert. This project wili

also include the seismic retrofit of the outlet tower.

P

53

Pomerado Park Reservoir Upgrade

Storage Facility

Tha Pomerado Park Reservoir has a capacity of 5.2 million gallons, and was
constructed in 1969, This project includes safety, sanitation, appurtenance,
exier:or and intericr surface restoration, seismic cathodic protection, and
structural improvements.

54

Paradise Mesa Standpipe Rehabilitation

Storage Facility

Thui Paradise Mesa Standpipe was erected in 1979, Itis 120-feet tall, with a
d;ameter of 60-feet, and a capacity of 2.5 million gallons. This standpipe
services the 610 Pressure Zone. Current seismic standards require that the
standpnpe be either retrofitted at the foundation to reduce the changes of
failure in the event of an earthquake, or reconstructed. A detail analysis
bet}tveen rehabilitation and new installation indicated that two options are very
cornparable for costs while there are so many benefits in construction of new
tank. Some of these benefits are minimal construction restriction and
duration constraint, minimal environmental and health risks due to lead-
containing primer and coal-tar coating, less operational risks, superior tank -
witly higher life expectancy and less maintenance costs,
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55

La Jolla View Reserveir

Storage Facility

The: La Jolla View Reserveir is a sleel tank measuring 70 feel in diameter by
25 feet in height, with a storage capacity of 0.72 million gallons’ and an
overflow elevation of 525. It was builtin 1949 to service the pressure system
at the time, which was approximately 525 but subsequently increased to 610,
The reservoir elevation is too low for the 610 system. This project includes
dernolition and removal of the old tank, and construction of a new 5.65
million-gallon concrete reservoir at an overflow elevation of approximately 570
feat. The tank will be constructed underground with a small deck above the
ground access building.

56

La Jolla Exchange Place Reservoir

Storage Facility

The La Jolla Exchange Place Reservair is a covered concrete reservoir with a
storage capacity of 1.0 miflion galions and an overflow elevation of 273. It
was constructad in 1909 to operate in the 270 zone. It currently serves only
as a forebay to the onsite Exchange Piace Pump Station which pumps from
267 to 610. it is rarely used except to maintain the water quality within the
reservoir. This project includes demolition of both the La Jolla Exchange
Place Reservoir and Exchange Place Pump Station. The 1.0 million gallons
of emergency storage will be consolidated into a new La Jolla View Reservoir

at @ higher location within the 610 zone, eliminating the need for pumping.

57

La Jolla Country Club Reservoir Seismic Upgrade

Storage Facility

This project will be necessary to perform a seismic study to make sure the
reservoir meets current seismic standards.

58

Murray Outlet Tower

Storage Facility

Retrofit from interior.

A planning study should analyze the oullet tower's current capacity and its
ability'to provide flow to Alvarado Treatment Plant if the CWA Aqueduct and
El Monte Pipeline fail in a seismic event,

59

San Carlos Reservair Interior Enhancement

Storage Facility

The San Carlos Reserveir Interior Enhancements Project will install a
synthetic membrane lining system to prevent leakage from the 5.0 MG
prestressed wire-wrapped concrete circutar potable water tank located at the
intersection of Wing Span Drive and Tommy Drive in the San Carlos
carnmunity. The reservoir, originally built in 1965, was substantially
rehabilitated in 2001. That work included a seismic retrofit plus valve,
pipzline, and appurtenance upgrades to bring the facility up to code. This is
the final step in the complete rehabilitation process.
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60

Lake Hodges Dam Modification

Storage Facility

Canstruction of a parapet wall on top of the Hodges dam. The geotechnicat
study of the dam foundation determined that dam overtopping flows coutd
potentially erode the left abutment of the dam during a Probable Maximum
Flood event and compromise the stability of the dam. The parapet wall will

_protect the dam and mitigale the possible overiopping.

61

Morena Dam Grotlo

Storage Facility

The grotto was formed before the Morena Dam was constructed, however the
presence of the grotto was not known to the City Operations staff until 1992
when the members of the San Diego Grotto, National Speleclogical Society
(grotto society} discovered the grotto. The DSOD has shown concern for the
affect the grotto has on dam stability.

62

AA - Pooled Contingencies - RWDS

Reclaimed Water

This CIP item provides contingency funds for expenditures incurred that are
gr?.ater than the contracted amounts to install service connections of the
reclaimed water distribution system to consumers.

63

AA - Raclaimed Water Extension

Reclaimed Water

Ex tensmns of the North City reclaimed water distribution pipeline network
beyond the sphere of influence of the existing North City Reclaimed Water
distribution pipelines and improving the reclaimed water distribution system
as|the demands for reclaimed water increase.

64

Black Mountain Ranch Reclaimed Water Storage Tank

Reclaimed Water

Thie reservoir is a circular, above grade, metallic tank with a capacity of 3
Mi3D to storage recycled water. The design cost is $384,106 with an
estimated total project cost of 4.7 million. Construction of the tank began in
January of 2005 and it was com

65

Carmel Valley-Reclaimed Water Pipeline

Rectaimed Watér

This project is designed to expand the reclaimed water system into the North
county This project will install approximately 8000 LF of 12" and 8" plastic
pipa It will provide future service to the Del Mar National Golf Course and the
Pzcio HCA.

66

Los Penasquitos Canyon RWP Part Agmt

Reclaimed Water

Pert of the North City Reclamation System. The project wall facilitates moving
recycled water from the North City Water Reclamation Plant to service areas
in the northern region of the City of San Diego. The G000 LF - 24" pipeline
project will begin by cannecting to the suction line of the Canyonside pump
station, goes through the Canyonside Parkland, along Park Village Road and
Czmino Def Sur,

67

Pacific Highlands RWP - Parlicipation Agreement

Reclaimed Water

This project proposes to construct 11,770 linear feet of new 12-inch and 16-
inch diameter PVC pipe, beginning East of Santa Fe Farms Road mowng
westeriy along Carmel Valley Rd to the intersection of SR 56. :
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: Table A-2
Capltal Impravement Plan Pro;ect Descnptaons

CIP Project

Project Type

De‘scrlptlon

68 .

Camino Del Sur RWP - E&CP

Reclaimed Water

This proposed recycled water pipeline is part of the Camino Del Sur Road
extension project. This pipeline includes the construction of approximately
3,300 linear fest of 24-inch diameter steel recycled water pipeline to be
constructed concurrently with the road extension. This will provide a vital
connection to serve recycled water to the Rhedes Crossing Development,
Torrey Highlands {Subarea IV), Fairbanks Highlands, Pacific Highlands,
Cearmel Valley and future customers in the 500 Zone. This proposed project is
an integral part of the City's reclaimed distribution network since it is the piece
needed to charge the system to serve SR-56 and custemers in Pacific
_Highlands.

69

Camino del Sur Recycled Water P/L- Participation
Agreement

Reclaimed Water

The Camino Del Sur RWP (Partncupatlon Agreement) is located in the Rancho
Penasquitos /Torrey Highlands area of the City of San Diego. A portion of
which lies within the North City Planned Urbanizing Area {(NCPUA) Subarea
IV and along the State Route 56 as it crosses the southern extensions of
Cammel Mountain Road and Camino del Sur within Subarea IV. The
proposed project is a 24-inch recycled water transmission main on Camino
del Sur. The City will enter into a participation agreement with the developer
to construct tha pipeling concurrently with the construction of Camino del Sur

70

Mission Valley Groundwater Desalination

Groundwater

This concept project proposes o extract and desalinate 2,000 AFY from the
western portion of the basin for potable use. Two extraction wells, with an
average yield of 1,000 gpm, would be necessary. Approximately 1,700 AFY
(1.5 mgd) of desalinated water and 300 AFY {0.27 mgd) of brine would be
produced.

71

San Pasqual Brackish Groundwater Desalination Demo

Groundwater

This project component entaﬂs extracting 5,800 AFY of groundwater from the
western partion of the basin and desalinating it by means of a RO water
treatment plant. The water supply praduced will be approximately 5,000 AFY.

72

San Pasqual Brackish GRD Demo

Groundwater

The project entails extracting and desalinating groundwater, resulting in the
pnj:duction of 250 AFY of desalinated water. .

73

San Diego Formation Desalination

Groundwater

B:nsed on available information, it is recommended that the City consider the
|mplementat|on of a two-phased project. The first phase will consist of the
extraction of 3,300 AFY of brackish groundwater, to produce 2,800 AFY (2.5

‘M13D) of desalinated water. Based on the results of additional investigations

and on cbservations of the aquifer during the operation of the first phase, the
City could consider the implementation of a second phase, for a total capacity
of S.Q MGD.
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Tahie A-2 .
Capital Improvement Plan Project Descriptions

CIP Project

Project Type

Description

74

Groundwater Pilot Production Wells

Groundwater

Construct a pilot production well at up to four sites, perform Aquifer tests and
hydrogeological analyses of basins in which wells are installed to determine
feasibility of further development, conduct environmental studies, water
quality assessments and economic feasibility analysis.

75

SD 17 Flow Control Facility (Alvarado)

Security

This project is the construction of a pump plant to feed the Mid-City Pipeline
frem the Alvarado Water Treatment Plant. This pump plant and the Mid-City
Pipeline provide required redundancy for, and relieve the capacity load on,
the existing Trojan Pipeline, which is the "backbone” transmissicn facntlty of
thp Alvarado water supply system. To avoid the high cost of crossing
Interstate 8 (1-8), the pump plant discharge pipe will be connected to the San
Duago County Water Authority's (SDCWA's} Pipeline 4B at a location north of
I-8! Water is taken out of Pipeline 4B south of |-8 at the Mid-City Pipsline
connectmn The pump plant will have a total capacity of 93 cubic feet per
second (cfs). Approximalely 200 feet of 72-inch diameter steel pipe will be
installed to transmit water from the Alvarado Water Treatment Plant into the
SDCWA's Pipeline 4B. This project will also include a Flow Control Facility {o
allow the City to draw water from Pipeline 4B.

76

Water Dept. Security Upgrades

-

Security

This CIP project was created in compliance with the Vulnerability Assessment
Report (VA), dated Décember 31, 2002. Thus, it will design and install
miscellanegus security systems at various facilities to improve security,
control eniry and reduce opponunmes for infrusion of unautherized persons.
The VA recommended $20,430,000 in upgrades on existing water facilities.
Individual sub-projects may be created, as required. '

77

Water Dept. Security Upgrades - Miramar

Security

This CIP project was created in compliance with the Vulnerabilily Assessment
Report (VA), dated December 31, 2002, Thus, it will design and install
sedurity systems at various Regulators to improve security, control entry and
reduce opportunities for intr.

'
1

78

AA, - Corrosion Controf

Miscellaneocus

This Annual Allocation will fund the installation of corrosion protection (such
as "anode beds” and "deep well anodes”) to extend the service life of existing
facilities. Individual sub-projects will be created as required.

79

AA - Pooled-Contingencies - Water

Miscellaneous

This CIP item provides for contingency costs, as required, for all water
projects that are greater than the contracted amounts.
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Table A-2

Capital improvement Plan Project Descriptions

CIP Prgject Project Type Description

8C AA - Meter Boxes Miscellaneous Annual Allocation for Replacement of Meler Boxes as needed.

81 AA-Pressure Reducing Stations Miscellaneous This annual allocation will install new pressure reduction facilities,. and replace
of upgrade existing pressure reduction facilities to meet present and future

. . water demands. Individual sub-projects will be created as required. ]

82 Miramar Service Area Improvements Miscellaneous Unidentified projects that require funding per master planhing study.

83 Alvarado Service Area Improveimenis Miscellaneous Unidentified projects that require funding per master planning study.

84 Otay Service Area Improvements Miscellaneous Unidentiﬁed projects that require funding per master planning study.

85 Kensington Pressure Regulator Miscellaneous’ Tha completion of Mid City Pipeline Project and it operation at the design
pressure level will enable to increase the pressure throughout the Normal
Heights areas. The Kensington Park Villas community is located at the lowest
elevation within Normal Heights; this pressure increase will result in over
pressurizing of the Community's water distribution system. The pressure
Regulating Stations {PRS) provides more consistent water pressure
throughout the Community and would serve to avoid pipe ruptures or other

: _preblems due to over pressurizing.

86 Alvarado Water Quality Lab Roof Replacement Miscellaneous This project replaces the roof on the water Quality Lab Jocated at the
Alvarado Water Treatment Plant. _ )

87 Barrett Flume Cover Miscellaneous Each year, golden eagles, deer and other wildlife drown in the open channel

section of the Barrett Flume. This 10 - 12 mile open channe} section is also
calsing an excessive maintenance burden to keep out soil, sediment and
sunlight-caused algae build-up. Covering of the open flume sections is
necessary to preempt fines and sanction from the resource agencies, to

mzintain water quality, and to reduce maintenance and down time.
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1.0 PURPOSE:

This Standard Operating Procedure (SOP) provides the following general guidelines in the
preparation of reliable construction cost estimates of Capital improvement PrOJects (CIP)
* Preparation of the Engineer's Estimate and associated construction costs
Types of construction cost estimates
Construction cost estimating approaches
Available cost estimating resources
Ranges of construction administration & contmgency costs _
Cost estimate submittals & expected accuracies at various stages of dESIgn
The roles & responsibilities of the participants in the cost estimating process

2.0 SCOPE:

This SOP provides the frnformatidn and approaches for the preparation of CIP construction cost
estimates and related administration costs. Project Managers (PM) should determine the best
construction cost estimating approach and level of effort suitable for the specific CIP project..

This SOP focuses on the construction cost estimation of in-house designed CIP projects rather
than those prepared by design consultants. This SOP specifically covers the construction

administration and contingency cost estimates associated with both in-house and consultant
designed projects. :

3:0- BACKGROUND:

An accurate construction cost estimate is essential to successful project management and a
requirement for the service provider's and client's sound fiscal budgeting. Large variances -
between the engineering estimate and actual contractors' construction bids can delay the award
of projects and creates additional activities (e.g. 1472, re-advertise, reduction in scope, etc) that
the PM must perform to ensure the successful construction-award of the project.

4.0 ©~ RESPONSIBILITY:

The PM is ultimately responsible for the construction cost estimate’'s completeness and
accuracy. 1t is also the PM's responsibility to ensure this SOP is adhered to and that the
Section Head reviews the estimates. The Project Engineer (PE) applies this SOP during the

. preparation of project cost estimates to maintain uniformity in the development of the estimates
and to facilitate review by various pro;ect participants.

) . 1
City of San Diego : . .
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50

PROCEDURE:§

CIP Cost Categories - At a high level, a CIP’'s cost is made up of design and construction
costs, each of which include contractual and City fabor charges. City labor charges are incurred
_ as part of design, administration, and processing activities. Table 1 below lists the high level

elements that make up a project’s costs. The SOP addressing Total Project Cost Estimation will
address Design (item A). Administration and Engineering is estimated and accounted for under
the Design Cost Estimate. Administration and Engineering includes the preparation of the
construction drawings (specifications and plans) as well as the project management/design
staff's administration of the project as a whole, from start of design until project close-out.

This SOP addresses the Construction Cost Estimate element (Table 1, item B), and all sub-
elements (e.g. Engineer's Estimate, Contingencies, and Field Engineering). The Engineer's
Estimate is the Project Engineer’s estimate of the Construction Contract that will be bid and
awarded for construcnon

Of the elements listed in Table 1, item B1a (Bid item Quantities) is one of the most complex
estimating methodologies presented in this SOP.

1 fﬁ‘*ClPﬁﬂTofil&B”u’“d get/Costs) g2
20% to 40% {Of Total Budget *

W RemableiECost:Categoriesi(Elem
A - Project Design Costs .

1 ~ Administration

2 — Engineering

B - Project Construction Costs

60% to 80%

Of Total Budgst * |

1 - Engineer’s Est (Constr Contract)

30% to 60%

Of Total Budget *

a — Bid ltem Quantities

5% to 10% (1)

b — Mobilization Of Construction
¢ — Traffic Controi 5% to 10% (2.3) | Of Construction
d — Water Pollution Contro! 2% to 5% (1) Of Construction
e - Bonds 2.5% {4) QOf Construction
f — Field Orders 2.5% to 10% (3) | Of Construction
2 — Contingencies 10% to 15% Qf Construction
3 — Constr Admin — Field Engineering 10% to 15% Qf Construction

* Total Project Budget (costs) = (Design Costs) + (Construct;on Costs)

{1) Depending on location

(2) Depending on ADT

(3) Depending on project complexity
“(4) Per specification

The range in percentage values listed in Table 1 reflect the varying compiexities of a project as
well as the varying site conditions that may be encountered (e.g. roadway vs. building, pipeline

2
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vs. bike path). It is not in the scope of this SOP to provide values for each of the asset and

project fypes encountered, but instead to provide a guideline for achieving the standard industry
values.

Note that construction “‘contingencies” (item B2 in Table 1, page 2} is an amount other than
the Engineer's Estimate (construction contract cost) that is set aside as a reserve for
unforeseen construction conditions. The Engineer's Estimate does not contain the contingency

amount. This amount is apphed to in- scope activities only and not to be used for out of scope
_items or activities.

‘Cost Estimate at 10% (Conceptual) Design (Plannihg Package): T'he operating division or
asset planning group prepares this cost estimate once the project is identified and resources for
implementing the project are being determined. This cost estimate accompanies the preliminary

engineering package and is considered a rough estlmate that requires fieid and technical
vahdatlon by the a53|gned PM '

Cost Estimate at 30% {Prehmmary) Design: This cost estimate is developed once the Project
Manager receives the planning (pre-design) package (10% Design) from the client department
or the Preliminary Engineering Section. This estimate is the first construction budget developed
from project specific design criteria. This estimate is submitted with the 30% design. The
framework of this estimate is based on quantities ‘and unit price -models developed from the

design criteria, site layout, soils reports and the completed 30% Design Plans. This cost .

estimate has an expected accuracy of +30% to -15% of the actual cost of construction.

Cost Estimate at 75% Design: This cost estimate is an extension of the Cost Estimate at 30%

Design. It is the interim budget cost estimate developed to conform to the latest project-specific’

-design criteria. This estimate is submitted with the 75% design. The framework of this estimate
is based on guantities and unit price models further refined -by field investigation or revised
assumptions from the design criteria, site layout, soils reports and the compleied 30% Design.
This estimate includes unit prices associated with environmental review, mitigation

requirements, and discretionary permits. This cost estimate has an expected accuracy of +20%
" to -10% of the actual cost of construction.

Cost Estimate at 90% Design: This cost estimate is an extension of the Cost Estimate at 75%
Design. This is a semi-final cost estimate which is sent to Field Engineering Division along with

90% design plans for Consfructability Review. This is the most detailed estimate of all the -

previous estimates, where the project scope is close to being completely defined. Given that
this project is close to design completion and near-ready to advertise and award, cost figures
should reflect the most recent bidding updates. This construction cost estimate has an
expected accuracy of +10% to -10% of the actual cost of construc’uon

Cost Estimate at 100% (Final) Design: This cost estimate is referred to as the “Final
Engineer's Estimate”. This estimate is prepared once all plan check comments have been

3

City of San Diego
Department of Public Works

o



7000543

CITY OF SAN DIEGO, CALIFORNIA NUMBER DEPARTMENT
Standard Operating Procedure SOP - xxx | Engineering &
‘ MRN Capital Projects
SUBJECT - EFFECTIVE DATE
. . | PAGE OF |-

CIP Construction Cost Estimates
SUPERCEDES DATED
DI-
PAGES

incorparated into plans and Constructability Review is completed. The estimate is intended to

serve as the final project cost plan, a comparison to the interim budget level cost estimate, and
the Analysis of Construction Bids.

Cost Estimation Approaches and Methods - There are two approaches to cost estlmatlng
under each of which there are several methods (technlques) available:

Cost Estlmatmg Aggroaches

Top Down - Relates to total costs, or costs of major elements, of similar projects. Under
this approach, the estimate begins with a total figure and is then broken down into smalier
parts, progressively detailing the estimate until all project elements are accounted for. The

-PM/PE should be cautious when using this approach since certain project details may be

overiooked and would result in an undervalued total project cost. The Top Down approach’
utilizes a Work Breakdown Structure (WBS) method. This involves stating the work at a
high level (top-down) and then breaking the work (e.g. products or tasks) into smailer
components called activities. Each of the WBS activities ideniifies the associated doWar
(labor and material} and scheduling (duration, start and end times) details. Other additional
costs, not included in these items, are allocated as a percentage of the total cost
components. These components appear as separate line items in the cost estimate

summary as follows: Field Engineering, Bonds, Mobilization, Traffic Control, and Water

-Poliution Control. While this approach requires more effort than other methods, if the PE

understands the work well and ensures that the required -work is mciuded in the work
breakdown structure, an accurate estimate may be achieved.

Bottom Up — Breaks the product into smaller elements and estimates each individually. The
individual elements are then grouped back together to come up with an overall cost
estimate.. The PM/PE should use caution when using this approach because the risk
associated with this approach is in being overly conservative on each of the individual
elements to where the total cost estimate is inflated..

Cost Estimating Methods

Ratio — Applies fixed rafios to costs of major elements based on previous similar projects.
While all projects are considered to be unique, some projects are similar in scope to others.

~ Using the Ratio cost estimating method, the PE looks for similar projects previously {(and

most recently) completed and then estimates work based on the actual cost required for the
completed project. This is a reliable method for estimating work since it utilizes actual
historical data, however, the projects must be similar in scope and the completed project
must have detfailed and accurate accounting.

Parametric - This approach follows, in principle, that of the Ratio Method but instead of a
fixed ratio, the Parametric Method uses a more complex correlation of smaller element costs
to larger ones (e.g. based on size, quantity, complexity, technigue, etc...). '
Standards — Estimates every project elemént using published or in-house standard cost for
that element. Standard estimates may be ratio-based or parametric, but the data used is a
compitation and the source of the projects is unknown.

City of San Diego
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Construction Cost Estimate Submittals & Updates - Construction Cost Estimates are
prepared at each stage of .design (identified in Table 2). Additionally, in between any of the
above stages of design, construction cost estimates are updated at a minimum of every 6
months, or when there is a change or new information on the project or the project is being re-
initiated (removed from the shelf). These changes/ new information inciude:

* change in scope (reduction or additions)

¢ change in site conditions (recent construction actwlty or dlscovered utilities)

s recent spike or dip in material prices

» change in construction phasing

Anytime a project is shelved for more than 6 months, cost figures should be updated to match’
the latest unit price data. Where projects have been shelved for more than 1 year, a site visit

and a redefinition of all the project scope elements |s necessary to reflect changes in existing
field conditions.

SR ,ggmﬁ‘aﬂ%*ble? {Desian - Stibmittals 2 i
Type of Expected Subm:tted
Submittal - Accuracy To

Conceptual . | Stakeholders/ Project Manager
Preliminary +30% to -15% | Stakeholders/ Client/ Perrmt Appl:cat:ons
Intermediary +20% to -10% | Client . -
Substantial +10% to -10% | Citywide
Final +10% io -10% | Advertise

The PE provides the following types-of construction cost estimates. (in current dollars) to the
Project Manager for review and comments during design (see Table 2).

‘Each cost estimate is fitled to comespond with the design completion stage and the type of
estimate. The cost estimate includes an assessment of the difficulties inherent in the
construction work and documents the price determinations and the assumptions for preparing
the cost estimates. This may include factors such as labor conditions, construction eguipment,

construction supervision, material costs, and equipment installation costs. All reasonabie costs
-a Construction Contractor can expect to incur are also included.

The construction cost estimate includes the line items listed in Table 1.

Following completion of the 90% Design, the PE participates in cost estimate review meetings

with the PM and QA/QC Group to reconcile cost estimates and dISCUSS each party’s respective
cost estimate.

Construction Cost Estimation Accuracies - The accuracy of the estimate is dependent upon
what is known, what is assumed, and what is unforeseen at the time the estimate is prepared.

: 5
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' Furthermoré it shoulci be noted that, while the Engineer's Estimate attempts to forecast the cost _
of the proposed work, the estimate may not always closely correlate to the low bid. Variances

are expected because of the nature of Public Works contracting. Items that contnbute o these
variances include: :

» Errors by contractors in preparing bids (i.e. both quantity takeoff & pricing errors}).

o« Competitive nature of bidding as a result of market conditions, number of contractors

- submitting bids, importance of the project to a particular contract or contractors.

» The level of refinement of the scope of the project and/or the project consiruction
documents. (i.e.,. completeness and accuracy of the drawmgs and subsequent
interpretation of the drawings by the bidders).

+ Significant fluctuations in the cost of materiais, Iabor and eqmpment
Recent experience with similar projects.

« The complexqty of the project, type of construction, and age of existing famlmes

City Forces Work - Ali City furmshed equipment or materials and all Iabor costs {(e.g. those
associated with Water Department system shutdowns, connections, and water service
highlining) are exciuded from the consfruction cost estimates submitied by the PE unless
otherwise required by the Project Manager. Installation costs for these items incurred by the
Construction Contractor are included in the cost estimate. Note that non-contractor
expenditures that would-be incurred as part of constructing the project (e.g. environmental
mitigation) should be identified and noted in the overall project budget. .

- Special Benefits and Maintenance Costs - The costs associated with special benefits and

 long term maintenance (irrigation, landscaping, non-standard elements such as streetlights,
color concretes, etc), are not included in the construction cost estimate. However, the PM is
responsible for ensuring that the funds are available for these activities {i.e. Maintenance
Assessment District, Service Level Agreement, efc.).

Cost Estimates for Projects Receiving Federal and State Grants - For projects funded with
Federal/State monies, the PM must take into account increases per unit item for costs

associated with increased wage rates (prevailing wages) that the contractors are required to pay
their employees.

Cost Estimating Spreadsheets — While the use of computerized cost estimating software is
preferred if available, spreadsheets are considered equally dependable tools for generating cost
estimates provided they have the most recent unit prices and most accurate quantities inputted.
Spreadsheets must clearly label the item, quantity, and unit price applied and the construction
item must be clearly identified on the associated construction plans and construction
specifications’ bid list. :

Cost Estimates Documentation - The PE maintains a file documenting justification for the cost
estimations prepared at all stages of design. The documentation file includes, at @ minimum,

6
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the sources, methods, quantities, and prices used in developing the cost estimates (as
appllcable) such as: . )

A reference of the source of unit prices used

Quotations with estimated instaliation costs

Completed project title(s) & CIP number(s) used for cost comparisons
Details, sections, and sketches used to perform typical quantity takeoffs

" DEFINITIONS:

Bid: The offer or proposal of the Bidder submifted on the prescribed form setting forth the prices
for the Work. '

Bond: Bid, performance and payment bond or other instrument of security.

- Consultant: One who prowdes a spec:ahzed service based on the:r spec:al quahf“ catrons
education, or experience. :

Conﬁngency An amount other than the Eng:neere Estimate that is sef aside as a reserve for
unforeseen construction conditions — this amount is to be used on m—scope items only and not
fo be used for scope creep itemns.

Engmeers Estimate: The pro;ected cost of construction based on cornpfeted design and
detailed cost estimates.

Mobilization: Process of activating resources ineluding fabor, equipment, and supplies. The

process includes setup at or near location of work to attain full or partial readiness to commence
construction activities,

PE {Pro;ect Engineer): Ass:stant to the PM responsrble for close oversrght of project design
details. .

PM (Project Manager): Ultimate responsible individual for the management of all project
resources and profject-overall qua!i_ty.

Prevailing Wages: Higher wages imposed on federal and state funded projects.

Shelved Project: A project where no active processing or review has been conducted.

SWPPP: Storm Water Pollution Prevention Plan for permit compliance during construction
activities.

Unit Price: The amount stated for a single unit of an item of work.
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